DOCOBEIT .BESOBE 



EO 1*5 770 

TITLE • 

INSTITOTION 

PO^-sDATE 

hoteX 

AVAILAl^LE F£OH 



EDBS PRICE 
•DESCSIPTORS 



BE 009 352 




Third .'Annual- Report o 
Financial .Aid to Stud 
^reau of Posts^conda 
9asbing;ton, 0«C«^ 
May 77 

sop. 

Advisory. Council" on F 
of Education,. Departm 
tf elf are, i?a shin gto n. 



f the Advisory Council on 
ents. 

ry, Education (DHEH/OEy^, 



I-DENTIFIERS 



HF-$0.83 HC 
♦Adoini^tra 
Certif icati 
♦Federal pr 
♦Higher Edu 
Repayment; ' 
Colleges; P 
Adainistrat 
Student App 
Lo^n jProgra 
Academic (^o 
Student Loa 
Student Loa 
Opportunity 



inancial Aid to Students, Office 
eat of' Health, Education, and 
C.,c/ 20202 

-$2*,06 'Plus Postage, 
tor . Qualifications; Bibliographies; 
on; Cheating; Emancipated. Students; 
ograms; Financi^al Problems; 6ra|ats; 
citidn ; .Information Dissemination; Loan 
Models; 'Nontraditional Students; Private 
rofessional Education; ♦Program 
ion; Program Development; Staite Agencies; 
lication; ♦Student Financial Aid; Student 
as;.€axes;. Kork Study Programs"' 
od Standing; Bankruptcy; Guaranteed 
n Prograli; ^Loan Repayment; National Direct 
n^ pr.ogr am; Supplesent.al Educational 
Orients . - * ' 



ABSIRACT - * ' . . 

The couifcil^^s recommendation^ for T97.7 for 

* colle.ge-based financial aid programs and for the guaranteed student 
\,loan' program are bath summarized and^ explained, 'and the progress of 

financial aid* programs .in 1976-77 is reviewed. ^The letter review 
includes the training , of aid admin ist raters aid a.pplication 
simplification, regulations* and guidelines, differences of opinion 

- within the financial aid coamuaity, the determination of academic 
good standing, cpllege Vork-^tudy,^ fraud, '.threats 'to *the National 

' Direct Student Loan and Su'pplem^ntal Education'al Opportunity Grant 
proqr'ams, and the Guaranteed Student Loan program. The 
recommendations cover management considebaticus', reorganization of 

• the Office of 'Education, aid program informatiqn and diaseainatfion , 
transferability of funds, o.verawards, aid .administrator training and 
Icertif ication, good academic standing, the role of the states, . 
.independent and nontraditional students^ aid. program flexibility, 
income tax credits,- {professional schools, student bankruptcy, and^ 
loan consolidation. Appended are: the text of an address by Edward 

' Fox to the^dvisory council; Spy Thomas Codgell's toodel for 
streamlining federal aid adninistr 2b4^ion; itqms relating to aid 

, administrator .c^t if ication; and, a brief bibliography reletting to'the 
aid problems of small private colleges. (MSE)^ 




Documents afquired by ERIC mclude rfiahy informal unpublished materials not available from. other sourrps' ER.IC makes every 
♦^ffort to obtain (the best copy available. Nevertheless, items of ' mlarginal reproducibility are often encourltercJ and this affects the 
• r of the m'lcrotiche and hardcopy reprodijptions ERIC mak^s availa^Dle via the ERIC Document Reproduction^ Service (EDRS). 
IS not responsible for the quality of the ongmal document Reproductions supplied by EDRS are the best that ^ an be mide from 



ERIC 



in 
-4- 



UJ 



THIRD ANNUAL REPORT 



of the 



ADVISORY COUNCIL ON 
FINANCIAL AID to STUDENTS 




i 



. WITH , . 

LETTERS OF TRANSMITTAL TO THE VICE PRBSIDENT 

' AND . 

THE^PEAKER OF THE U.S. HOJJSE OF REPRESENTATIVES'' 
f^/C(l\977 WASHINGTON, ^D.C 



ERIC 



DEPARTMENT OF HEALTH!' EDUCATION. AND WELFARE 

9FFICE^F EDUCATION • , 
/WASHINGTON.^ C ^0202 

/ 



Honorable Walter F. Mondale 
President of the Senate 
Washingtou, D . C . 



'i^pril-30, 1977 



Dear Mr Praeident: ^ 

ijhave the honor to transmit to you | the enclosed report on 

■activities of the Advisory Council 6n Financial Aid to 

Students for the. Calendar Year 19761 

* ' r 

■ *' * 1 

The Council was est^bl'islj^ed under Section 499 of the Higher 
Education Act o£ 11965, as amended, jto advise the U.S. 
Commissioner of TEducation chi matters of .general polidy arising^ 
in his adfinistratio^of programs relating, to financial ^ 
assistance to students, and oir evaliation of ttie effectiveness 
of these programs. , 7^ . ' ' « 

Sincerely yours, , 



John P*. DeMarcus 
Chairman, Advisory Coimcld 
on Financial Aid to Sttidenta 



Enclosure 
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DEPARTMENT OF.HEALThl, EDUCATION, AND WELFARE 
\ . OFFICE OF EDUCATION ' 

WASHINGTON DC 2(602 * ^ 



^ . A^ril 30, 1977 



Honoifable Thomas O.'Neill, Jr. , - • y 

Splicer oS the Hopse of Representatives 
Washington, D,C^ . • ' 

Bear Mr.. Speaker: ; \ . ' 

* *> . , ' , ' 
I have the honor to transmit to you the .enclosed report on* 
activities of Uie Advisory Council on Financial Aid to^ 
Students /for the Calerndar Yfeajr 1976, * ■ 

The Counc^il was established under Section. 499, pf the Higher 
Education Act of 1965, as amfend^d, \tp advise the U*S. 
Commissioner 'of Education^on matters of general policy arising 
in his administration of .programs^ relating to financial 
assistance to students and' on evaluation of the effectiveness 
of these programs. , . ♦ . 

\ ^ ... * * . Sincerely yours. 



. JohiwP-, DeMarcus 

Chairman, Advisory Council 
on Fin^pcial Aid to 'Students 



« 

Enclosure 
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COUNCIL CHARTER 



The Council advises the Congress, the Secretarys of 
Health, Education, and Welfare, the Assistant Secretary 
for Education and the Commissioner of Education. The 
Council 'Shall advise 'th6 Commissioner on matters of 
general policy arising in ^the administration by the 
Commissioner of programs relating to firtahcial assist- 
ance to students and on its evaluation of the effective- , 
n.ess of these programs. " • 
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THIRD ANNUAL REPORT . OF , 
THE ADVISORY COUNCir ON FINANCIAL AID TO SimiS 



INTRODUCTION 



The work of the Advisory Council on Firiancial 
Ajd to Students is cumulative. The First Annual 
Report of the Council, published March 21, 1975, 

^ proceeded from a basic assumption that the de 
mand for student aid would ^continue to grow 
during the ensuing detade even t+iougj^ the number 
of traditional studjents may decline during the 
1980's. The Council recommended . annually in 
creased funding of student aid a^d reliance upon 
College Work-Study, as the rrvQSt widelyCaccepted 
and prominently-featured form of student support. 
As funding^ neetis increase, the. Council felt .that 
requisite flexibility will be provided by Guaranteed 
Student Loans and by NFa^icinal Direct Student, 
loaps and* that the latter shoufe not be abolished; 
even though there are pressures.to do so, until such . 
time as- Guaranteed Student Loans* prove capable 
of meeting all reasonable demands.* Pursuant to 
national efforts in attaining tfiis goal, the Council 
recognized grav6 problems *in connection with' 

• liquidity of the' student loan paper itself, and 
recommended that Congress takfe whatever steps 
necessafy to endow student loan paper with 
sufficient quality to satisfy United'States regula- 
tory agencies' acceptance as official reserves. 

^ The First Annual Report also made what was 
then a novel suggestion concernirig a slidirtg scale 
-of Federal guarantee levels foV stude.nt loan pape'r,.. 
. the scale dependingf upon default r^tes experienced 
by^the lenders.^ ^ 

The First R.eport also came out strongly^ in' 
support ot retention of Supplemental Educational 
Opportunity Grants as a* necessary federal pro 
'gram, providing latitude in the cons'truction of 

. student^ aid package^ and, just as importantly, 
affc^cding some degree of choice to the student in 
selecting bis postsecoQdary institution/ ^ ^ 

The Council's Second Annual Report was uKued 
June 24, 1976\ Two jof its pentral conc^Vis were, 
access and choice, and th^ extent to which these 
.objectives have been accomplished in types of 
^ accredited higher' education institytions. ft recog 
nized that the Basic Educational. Opportunity 
Grant program should be the fcujndation on which ' 



other aid programs are awarded and. it persisted, 
fbr'^the Second year, in strong support of College 
Work Study. Jt recommend, fiirther, that a parallel 
Wgrk Study program be created by the Congress,^ 
with similar matching requirements but, in thij 
case, matching money to^be provided by the States 
and the programs operated by appropriate State 
organizations, utilizing enrolled' students jn off.- 
. campus, vocationally oriented and socially oriented 
jobs. 

Both the First,. and Second Annual Reports 
called for simplified student application form's and 

,for unified need analysis procedures along lines 
initiated by the National Task/orce on Student 

. Aid Problems, commonly known as the .Keppel 
Task Force. Further, the CounciTpointed to 'the, 
immediate need for thorough training, at Federal 
initiative if necessary, of institutional financial aid 
officers. The Council called Jor a'significant en- 
largement of the staff in the Office of beneral 
Counsel in thVP]tfice;of Education, to expedite the 
writing' of regiHatiOfifS 'and manuals, in response to 
complaints by the finapcial aid community about 
lack of su?fficient, up-to-date guidelines.* 

Finally, the Second Annual Report contained 
many recommendations for the Guaranteed Stu- 
cient Loan program, many of which have since 
become law. • ! . • ', 

In reviewing its deliberations during the last 

^ear, the Council/ notes for future debate- that it 
has given gonsideration to a reversal of some of pur, 
basic prenruses undergirding existing student aid, 
Iegislati6n. Th^ concept of "entitlement" to post- 
secondary education gradually has become the 
accepted- norm, and entitlement has come to mean 
grant. We have assurhed that children of'low 
income families need outright grants, '^/vhile other 
form?, of aid are , to b^e considered supplementary. 
Thus, the Basic Edillcational Opportunity Grant 
program become law. The Courrcil will be giving 
attention to th^ possibility ^ that "entitlement"^ 
ensures loahs and work-study, but Federal grants 
vvould foflow as supplemental' to these in cases oi 
greater need. . , " . 
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^ ' . RECOMMENDATIONS FOR COLLEGE^BASEDPROGRAMS FOR 1977 ' * 



J. The Cc\jj»cil recomm^ds the creation of 
\ one coordinated, centralized system of 
* ^ computerized'mformation covering student 
^id, whether. the* sources be State, Federal 
» or institutional, which is designed consist v 
enTly td*upd'ate data on a real-timer basis\\ 
and which will bring about, among other^ 
things, the following inrrprovem^ents: 

4 

1) > A thorough diagnosis of alj 'current 
, , progrdm^sJor purposes of simplificatioa 

and consolictation; 

2) A participative effort among Federal, 
State and private institutions in supplying, . 
storing ana revealing common data, 

, 3) A centralized system of information 
with coordinated input of data from 
sources -in both the public and private 
sector, eliminating any highly undesirable 
aspects of a" giant "Big, Brother'^ computer 
in Washington; 

^ 4) A shift of focus to directive, ratrtfer 
than responsive, actions in all' student aid 
programs; 

5) Achievement of tighter control over 
, student aid recipients, involving tess re 
liance upon complicat-ed manual proce 
. . dures and more upon effective monitoring; 
, 6) Equitable funding and distribution of 
aid. 



IL The Council further recommends that the 
proposed data system, providing equitable 
distribution of Federal and State student 
aid funds, 'with concomitant economy to 

' the. U.S. Treasury, be placed upon opera- 
tional control of a quasi-putilic body simi- 
** lar^ Fannie Maabr Sallie Mae and be 

*• * independent' of any of its three compo- 
nents. Such arrangement will also work to 
protect students' rights of privaqy. 

'III. The Council, reconim^fid's that a small but 
redson^ble part of all Federal funds pro- 
' vided for postsecondary student aid '.b'e. 
specifically labelled foe general <lissemina- 
tion*of information 'about student aid and 
that the mstitutions utilize this help in the 
most efficifint^ informational ^Drograms 
available. ' 



/ IV. The, Council recommends that the U.S., 
^ Office Qf Education cause to be distributed 
a comprehensive information pamphlet to 
all 8th and 9th graders in bur secondary 
school system. The pamphlet should ej<- 
plain each major aid program and include* 
descriptions of eligibility as well as dates 
and addresses for application ^Qrms. The 
pamphlet shquld contain special infornrra- , 
tion for potential science and engineering ' 
students, who must begin their math/ 
' science sequence early in high schoQi. - 

v. The Council recommends that rneans be 
established by eacfi majar.scholarship sen/- ^ 
^ ice and by the Federal Governmeot (in 
^ . -thosfe' progran^ operated directly) *for 
written advice to parents stating specifi' 
cally the amount expected from them 
, durijig tVie school ye,ar. - " , . ' 

4. VI. The Cpuncil recommends that the Congress 
. permit fransfer of 25'% of funds amdng the ^ 
three maj©r Gollege-b^Sed programs (Col- 
lege Work-Study, Supplemental Educa- 
tional Opportunity Grants and National 

* Direct Student Loans), at the option of the 
institutional financial aid officer, to pro- 
vide for better utilization of such funds , 
and -to -compensate for changes in funding 

Of individual institutions through the oper- 
• atidlns erf the panel review'process, as well^ 
as uncertainties of enrollment. 

VII.. The Counci^ recommends that any portion 
of Work-Stu'dy earnings constituting ove^ 
award (that amount of wages^ for work 

* performed exceeding n.^ed prev^iously Com- 
puted by a resppnsible financial aid officer) 
be treated by Congress as an additfon to ' 
that student's savings for the next ensuing* .; 
academic period.' In no way should this 
/ecommendation tSe interpreted to 'mean - 
intentional reduction, in the student's 
normal dbligatlon fp work durinrg the next 
non-academic period, to assist in .hrs/her 
own^elf-support. 

VIII. _The Council recomnlends' that a standard- 
ized training progfam for /financial* aid 
administrators be developed immediately 
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IX. 



XI. 



by the National Association of Student 
Fipanciaf Aid Administrators jointly- with 
the National Association of College .and 
University Business Officers in consultation 
with the US. Office of Education. Such 
training shall include broad foundations of 
legtelative history and intent, descriptions 
of acceptable and e*ffict€nt practices, and * 
adherence to a code demanding administra- 
tion of the highest level.. The Council 
recommends, concomitant with*the above, 
full funding of the trainffig authforjzed 
under section, 493-C of the ^ucation 
Amehdments-of 1976. ^ 

The CouRcM^ recommends that the U.S. 
Office of Education, to 'fully . utilize^the 
training programs, proceed without further 
delay to set up a schedule of frequent ^d 
reasonable program reviews to be carried 
out by .qualified Office of EduQipl.i'oji per- 
sonnel.. . ' ...^ ^ct-^ • 

The- Council recommends that the U.S. 
Commissioner of Education require certi- 
fication of individbdl, financial aid admin- 
istrators, effective at earliest possiblerdate, 
suggesteci Jo 'be September ^^1978. Certi- 
fication .procedure shoulpl toe the responsi-. 
biJity of national and state, professional 
student. aid organizations .presently reqpg- 
nized by the U.S. Office of^fcducation and 
at no time sKould such certification* pro- 
cedure * be regaled by, or.isubject to 
directivesrfrom, Lthe U.S. Office of Educa-, 
tion or a state government agency. 

The Council deplores tfje^'iack of adieqilfate 
staffing in key studenraid positions Within*, 
the Office of Education. The Council feels- 
the .addition of adequate personnel, is of 
first priority irr the cievy administration. 
New gersonnerwili provide^ substantial help 



XII. 



in the issuance of regulations, in' elinii- 
ffating contradictions bf policy tfom varV 
ous Federal regional officers and the Office 
of General Counsel, in remedying the lack 
of periodic program reviews by regional 
staff and the need f6r program information 
on'the p^rt qf the American public. 

ft 

The Council recommends that a >pilot' 
program bfe established whereby a jingle 
state c(genc\vbe named as^aekjiirMstrator of 
alj Federal and5ta'te Student Financial Aid 
Programs within that st^te and whei3?jh 
said agency wpuld assume all reasonable 
responsibility for program operation and 
reporting. A pilot program' of this^ kind 
would indicate whether or not further 
integration of the whole* delivery, system is 
practical; 



XIII. The Council recomijiends that present law 
be activated and that institution's holding 
National Direct Student Loan notes in 
default for two years^turn such paper over 
to the U.S. Cbmmissianerof Edueation'fqr 
further efforts. The Offic^ of Education 
has not set up any procedure for this. 



^XIV. The Council recommends th^t the U.S. 
. ' Office, of Education make decision, long 
overdue^ on the definition of an independ- 
ent student^and' apply this definition across 
• the board" to aM Federal student aid pro- 
grams sponsored by that offipe. It is hoped 
, ; that this definition would then be adopted 
by states administering -their own aid pro- 
grams. ' ' . 

XV,; The Council repeats i-t recommendation 
that the campus-basfd prpgrams be funded 
*to amounts authorized, in a major , effort to 
- preserve the pckate -iji^titutions of the 
nation. ; ^. • . 



RECOMMENDATIONS PGR GUARANTEED STUDENT L6ANS-1977 



)<VI. The Council recommends that considerable 
simplifi^cation of the Xjuaranteed Student 
Loan Program be accomplished by: 
^ ^ M) Adoption of a common loan applica- 
tion incorporating alhnecessary 'features of 
tKe present documents (sometimes as mahy 



as eight in" number) vyhich must be signed 
by Students, schools and par^s before 
there disbursement; 

2) Issuance of a fi/mt insurance commit: 
ment, so that lenders can depend upon the 
guarantee status once such commitment is 
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.made, barring lender fraud .or mtsfepresen-, 
tation. Present regulations governing the 
Guaranteed Loan Program allow changes 
.which ultimately may prejudice the guaran-* 
tee status; 

3) Requiring that all lenders utilize pro- 
cedures generally pr-acticettoy commeroial 
lenders for comparable amounts of unin- 
sured loans; 

4) 'Recognition that mandatory .state 
guarante^'age.ncies do not, by themselves, 
provide more loan assistance to students 

. and that sliding reinsurance rates may ^ 
• 'Severefy restrict loans in some areas;. ^ 
*5) Mandating that, state ^^geHcies be re-, 
quired to serve as central information posts 
for administrative assistance with Guaran- 
teed Student Loans; ^ 

6) Change of regulations covering gradw- 
^ate and professional students,* in view of 
the increase in total loan guarantee frpm 
$10,000 to $15,000 and providing' that 
husband and wiife may consolidate their 
toans, so^ that theP repaynnl^nt period is 
extended* to reflect reasonable repayment 
and to safeguard against balloon, payments 

^iSX the end; - 

7) Revievy of the evidence that many 
delays in the^^'delivery system arise from 

, computerized systems how in operation. 
Caution 4s urged in experimenting with 
additional untried systems. 



XVI L The Council recommends that eligible 
lenders be relieved of the necessity of 
furnishing disclosure statements to bor- 
^ « rowers. 

XVIII. The Council recommends that longterm^ 
success of the Guaranteed Student Loan 
"program and expansion of the lending base 
can best be served by assurance of a* 1% 



minimum aifd 5% maximum special allow- 
ance. ^ * 

XIX. The Council recommends that student bor- 
' rowfers.be obligated to apply and demon- 
strate ,t|ie benefits derived from the educa- 
tion made possible by the loan over. the. 
reasonable period of five years after .com- 
pletion of studies before there \i any 
^eligibility for bankruptcy, excepting casfes 
of severe hardship (hospitalization, or 
^ physical disability), in conformity with the 
Education Amendments of 19^6. This five 
year moratorium should epply to NDSL as 
well as GSL. 
<f 

XX.. The Council recommends that Congress 
revise the legislation governing the Student 
* • Loan Marketing Association to incfude 
c}ear authority Tor that'agency to buy, or 
otherwise assume all major student loan 
paper and to consolidate it, when neces- 

• sary, to 'provide the individual borrower 
vyith a single repayment schedule and a 
single rate, " • 

XXf. If student debt consolidation cannot ,be 
achieved by ^ means of restructuring' the 
* authorization .for the, Student Loan Mar- 
keting Association, the Council recom-1 
mends that amendnnents should be-addea 
" to legislation governing National Direct 
Student- Loans and Guaranteed Student 
Loans to permit repayrhents under the 
National Direct Student Loan program to 
revert to the lending institution as seecf 
money for a new Gtiaranteed Loan pro^ 
, grafri operated by the leading institution. 
This would permit such -institution^ to 
receive interest on new loans and to dis- 
count or sell its paper to the Student Loan 
Marketing Association, thus providing addi- 
tional institutional liquidity and consider- 
^ ably more student loan potential. 



PROGRESS IN 1976-77 



Fiscal responsibility^ has riemained a serious 
concern ^behind every recommendation of the^ 
Council in its atterftpts^to treat with reason those* 
tremendous demands made upon the nation today 
for postsecondary education of numbers wijthout . 



prebedent. Acute dislocatiorvs,' broughlsfjnto the 
path of quick expansion of the higher education 
facilities in the 1960's, concurrent with the rush 
for more training of every ^description, strain the 
framework of our institutional community. No- 
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where do|s tfhere seem to be adequate funding to 
support the national jdeal excepting the Federal 
arm. 

Training of Financial Aid Adrhinistrators / 

Jhe Council has always taken the position that / 
the National Association of'Student Financial Aid 
Administrators should be giveh strong* encourage- 
ment to bring about a completely- professional 
.groyp of practitioners. Progress to date has been 
disappointing. The turnover rate among the group 
continues to reach about 33% annually and the 
situation is no longer amenable to ha If -measures.* 

In a recent article about a related area, it appears • 
that high school counselors, responsible for college 
guidance and information about financial aid, 
receive virtually no formal training at all in this' 
field. Among the 200 colleges now teachin'^tu- 
«dent counseling as a formal discipline, little or no 
attention is paid to either student financial aid 
legislation or to the practice thereof.^ While it is 
clear, of course, that high school counseling and 
college financial aid administration are vastly dif- 
ferent matters', the ladk of formal training all along 
the w^y is striking. A spokesman for the American 
Council, on Education has called publicly for U.S. 
pffice of Education_training of student financial 
aid officers and, at a meeting of the College, 
Entrance Examitiation Board in New Orleans in 
February, 1976,^ was quoted as saying^ that the 
post$econdary educational community itself '^must » 
work hardier to identify, articulate and maintain 
^the highest standards of .professional conduct and 
competence,"^ 

The Council will have more to say about trafning 
*in the report which follows,"* but it yvould like to 
reiter^ate here that suitable training programs can- 
not be' developed without first carrying out a 
recommended study of the "state of the art" as it 
exists today/ Section 493C of the 1.976 Amend- 
ment specifies a training program for both State 
' and institutional financial aid officers which will be, 
if funded, only' the -first step in the necessary 
process. Xware that there is already a large corpus 
of materials available, the Council wishes to em- 
phasize the national need, for action immediately. * 

. • . • » 

•Simplified Aid Application ^ 

♦ 

Both the .First, and Second Annual Rep'orts 
called attention to the obvious fed for simplifi- 
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cation, and systemmatization of the application 
procedures which studertts face when applying for 
financial assistance. The Second Report specifically ^ 
urged the U,S, Office of Education. fo adopt the * 
* common data form drawn up by the Keppel Task 
Force, provided current fi^ld tests of this docu- 
ment prove satisfactory. The major problem has 
been Office of Education's insistence, in the BEOG 
program, that a separate application is necessary 
for this program alooe. Recent evidence that the 
Office 6f Education is willing to compromise is 
welcome, but much reinains^'to be done both to 
streamline the form^ itself and to synchronize the 
calendar^ of events which fall between initial filing 
of applications and final award.' 

Sprains and f^r^ctures 

Enormous expansion in funding of student aid 
by both St^te and Federal largess has led to 
structural fractures within the aid administration 
community itself. For example, , the . Council is 
aware of polariftes between State and institutional 
administrators althot^ph these are^Trfirnal at pres- 
ent. Within the 0^|fijce of'Education there has been' 
3 dichotomy in administration due to lodging the 
Guaranteed Student Loan program in one Commis- 
sioner's 'office and keeping the other major student 
aid programs in another Commissioner's office. 
Noting this *in the past, the Advisory Council 
pointed out the need of 'close coordination and 
comniunication between the two, but genuiri^ 
solution may be 'achieved at 'last undpr'^he^ nevv^* 
HE^ Secretary's reorganization ol^early 1977, 
wherein the two are brought under ^a ' single, 
apiDropriate head, ^ 

Regulations anrd Guidelines 

Repeatedly, the Advisory Council has called for 
prompt \ss\jte of program regulationsf»lncJeed, lack , - 
of these simpfe administrative tools has been one 



1' * 

See especially pp. 20-24, Second AnnLal Report, Advisory^ 
Council on Financial Aid to Students, June 24, 1976. 

^Financial Aib Training for^igh School Counselors, Jot/rna/ of 
Student Financial Aid, NASFAA, Nov. 1976, vol. 6, no. 3. 

^"Regulating th^* Regulators", by CharJes Saunders, Jr., The- - 
Chronicie of Higher^ Education, March 22, 1976, vol. XII, no. 4, p. 
32. • fi> 

^See Training and Certification of Financial Aid Officei;, under 
Recommendations. 

^See pp. 23 and 24, Second Annual Ref>ort, Advisory Council - 
on Financial Aid t6»3tudent^, June 24, 1976< ^ 



of the glaring weaknesses of the Federal admin- 
istrative procedure. Recommendation 18 of the 
Second Annuat.Report called attention to the need * 
for more flexibility' during the process of regulS^ . 
tion-writing, including well informed public partici/ 
pation by experts. Finally, in V976, HEW Depart- ^ 
ment officials made an issue of^broad public 
participation, and the CongressUias mandated 
completion dates for the i?sue of regulations by , 
Office of Education. 

Once regulations are issued, explanative.'instruc- 

Ations in the form of manuals and guidelines are 
virtually a necessity, particularly for the new- 
comers. A proposal to the U.S. Office of Education 
made jointly by the National Association of 
Student Financial Aid Administrators (InI^FAA) 
and the National Association , of College and 
University Business 0*fficers (^ACUBO) would 
commission th^se two qrganizations to write and 
publish maaffals tor all, major Office of Education ^ • 
aid programs, as well as booklets describing in 
detail those broad administrative principles found 
to be efficient in the operation of these programs. 
The American Council on Education has endorsed 
the proposal, but it remains to be seen whether or 
not the Office of Education will continue to tackle 

. this task alone as.lt has in the past. 



Academic Good Standing 

Efficient financial aid prograri\ management 
must define, among other things, thpse students to 
whom, aid may be given in'^the first place. Once the 
studant is enrolled, then a thorny^ pj:o$lenri foflows 
in defining under what conditions there will be 
renewals of grants and loans during the^&alance of 
.tl« postsecon.dary career. ""The SeVond Anhual 
Report's second recommendation in 1976 spelled 
out a definition of ac^emic "good standing",' o>^ 
the basis of which colleges could renew the student , 
aid package from one acaflemic period to the'next. 
The Council chose to ehnphasize this recommenda- 
tion in light of vigorous discu^^ion of fraud' and / 
abuse within the academJjB community, the-chronic 
shortage of Federal funds to assist students,, and 
the Council's own previous statments regarding 
academic merit and student ai^.* However, institu-*^ 
t^Qns have resisted, understandably, giving way on 
their qwn definitions of student advancement and, 
.accojdingfv, have defeated any standardized'def ini- 
tion of academic, "good standing" jn the f976 
Amendments. It isieft to the institutions alone. 



A Second College Work-Study Program *• ' - 

Reference was made in the Introduction to the 
Council's^ previ'ouS recommendation of a State-*' 
controlled College Work-Study progranri.'' For a 
long time the Council has been persuaded that 
student work best embodies the concept of «?el^- 
help implfcit in' the philosophy of student aid nefd 
^by both the Congress and most American people. 
Criticism of the present College Work-Study pro- 
gram, though seldom heard^ usually centers oh 
alleged interference of terjnn-time work vyith aca- 
demic 'study. The Cojuncrl has- not found much 
Substance in this criticisnp and,, in fact, has seen 
evidence that work during term-time not only may 
provide opportunities unavailable in other ways 
but does not appear to have an adverse^ effect on 
grade-point averages. 

To date, there has been ho .progress in the 
creation of a St^e-operated Work-Study program , 
parallel and Supplemental to the existing institO- 
tionally,contrplfed, federally-financed program.^ 

Fraud— Verification of Aid Data 

' Fraud and^ abuse, in the management of the 
^ student aid programs has been subject to much 
inveitigation lately and more investigation seefms' 
certain to come in^ the future. One problenm 
connected with. all,this js the degree of reliability ir^ 
family finangial d^ta pfpovlded oh standard aid 
application forms. "While some institutional aid 
officers routinely verify these data, most are abfe 
to give « them only passing attention, relying on 
innatQ honesty or spot checks. Last year; the 
Council recommended that State and institutional 
fioancial aid officers require a copy of the latest 
available Federal income tax return as part of -the' 
regular submission for aid. This appears both 
necessary and IqgicSl since, in the first place, there 
seems to be no legal objection to^a'h agreement on 
the application itself, signed by parQnt(s) pr stu- 
dent »(when^plying as an "independent" appli- 
cant), giving the financial aid officer permission to 
verify all data with Form *1 040. S^ondly,, there 
dogs not seem to be objection to requiring an 
applicant, or applicant's parents, to sendia copy of 
the latest Form 1040 with thje aid application. 



^See pp. 10-11 o/ First Annual Report, Advisory Council on 
Financial Aid to Students. March 21, 1975. . ' 

^See* ►IRole'of the! Stat6s"^p. ^ 6-20, Second Annua/ Report, 
Advisory Council on Financial Aid to Stu'dents, June 24,, 1976. 

^80% Federal nr^oney, 20% matching money by the institution/ 
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Howe\^r, evidence has persuaded the Advisory 
CouncJJ^ihat there is strong resi^tance-to a direct 
requir^e^ht by-Qffice of- Education for either 
'procedure. Since efficient custody of Federal funds 
Is invblved, thisr 'matter should be considered 
further,^ ^ ' " 

*, 

' * * * ' 1 

NDSL^fid SEOG-The Threatetjed Programs 

* ~ ^ 

There are many differences'b'etweeh institutions 
'and between students themselves. The Council has 
continued to sujpport both- Supplemental Educa- 
tional Opportunity Grants and National Direct 
Student Loans, since thes^two pro^ralris provide a 
very substantial tool for molding^ aid packages to 
the 'needs of the student arid the philosophy of the 
instilfftiori. The usual reasons givQn to abolish these 
two programs have never convinced the Council 
that the very .flexibilityvhey provide should be 
sacrificed in the nafrie of administrative' simplifi- 
cation. The Council strongly supports continua- 
tion, but notes that the latest budget preser^ted.to 
theXongress does not'include^provision for further 
capital contributions for NDSL. 

Guaranteed Student Loan Program ^ ' ; 

Significant parts of both earlier reports were 
devoted to Guaranleed Student Loans. The Coun- 
cil haralWays been persuaded that the two types of 
guaranteed loans, F ede rail ynnsu red Student loans' 
(FISL) an^d St^ate guarantee agency lo^ns, provide 
the broadest fiscally-viable latitude demanded by 
the nation's secular growth in student need. While 
the First Annual Report stressed a levelling-off in 
nunpbers of traditional stxj^ents during the decade 
to come, it still appears c^tam that total enroll- 
ment will continue to |rowf dflfe ^ the^ extension 
of Federal aid programs t© Include 'part-time 
studfnt§, due to new emphasis on life-time learning 
(Title ^ of the 1976 Amendments) and due to 
thi^»|sence on campus of ofder students. Just as 
raftt, however, Js the fact -that inflation 
m^s ever-increasing demands for aid even if -the 



student population remains stable. This was re- 
, fleeted yji^the First Annual Report • 

Since the Guaranteed Student Loan program 
taps capital sources separate .from the Federal 
treasury, GSL se^ms more desirable than direct 
appropriation. Further,, additional liquidity ^to the 
whole system i's provided ^by the Student Loan 
Marketing Association (Salfie Mae), acting as pur- 
chaser or warehouse agent for both institutional^ 
and State loan officers and thereby provi.ding both ' 
with 'additional lending resources for, student 
needs. ^ ^ 

More specif ical^, h^re is a list of the changes 
recently wrought in the program which were 
specified in the two previous Council Reports: 

^ 1) The grace period for reffayment has been 
modified so payments can Be ^accelerated at the 
option of the borrower; 

2) Additional- fle>fibility is provided Mn the 
negotiation of repayment schedules; ' - 

* 3) Equitable revision of the U.S. Commis- 
sioner of Education's share of default collections; 

4) More effective processing, of disability 
claims; ' ' " ' 

5) Fee income^provided for training of admin- 
istrators in the lending community; ^ 

6) Deferral of delinquent interest on unsub- 
sidized loans until time of repaym,ent; 

7) Improved programrriatic cooperation be- 
tween the Office^ of Education and State and 
independent agencies; 

8) Income limit raised t^ $25,000; 

9) Raising State guarantee rates; * ' 

10) Sliding scale of Federal loan guar^tee 
rates. . / 

In add it ton to the above, thje "Council urged 
revision of our bankrufDtcy laws to preclude volun-.* 
tary student bankruptcy for five years as^a means 
ofevasion. 

In looking over, the progress* of the last 'two 
years, the Council .is gratified that so much has 
been done. Much still remains, however, and that 
will be the substance oVxheTliird Annual Report, 
which follows. 



-f See "Goiq' Through Changes/* The Journal of Student » 
Fmanadf Aid, Feb. 1977, vol. 7, no ^, pp. 25-33, for -a new study 
disclosing tha\ about 50% of the cases of family income reported.to 
college admissions offices in several California colleges would be 
changed by Bid jofficiaj^s if Accompanied by Forms 1040 In this 
study alone, the aid ^swarded to students }^ould have been about 
three-quarters of a million dollars le^s than that actually awarded. 

See report ro th6 pouncil by Mr. Edward Fox, President of 
the Student Loan Marketing Association^ Appendix ^ 



REPORT AND RECOMMENDATIONS. 



In NovemlDer, 19-76, Dr. Eugene Marin of 
Arizona State University told the Council, 

"Only 'those intimately involved in*the legislative 
and administrative aspects of financial aid to 

^ students and those in the firing line at the 
institutional level can^feel.the true impact of 

> sen/ices offered, or services denied, to students. 
But it is precisely because of these truths that 
we feel especially capable of assessing the 
residue of implications, and present our conclu- 

^/sions to ofurXongressionat leadership and to the 
Administration. We do* it with the hope that 
having been given the "basic legislation necessary 
to implement a variety of programs of assistance 
to students in their postsecondary pursuits,'-now 
is.the^ime to o^fer assistance frbm the vantage 
pomuof experience. It must fall' upon the new 
Administration to revise and mod^y the existing 
structure of postsecondary /o student^^^d 
inject into it whatever efficai^ is required for 
achieving the maximum effectiveness. 

"As stated in .the Carnegie Commission ifi 1974, 
wery index referring to' the Outcome o'f a college 



education indicates that college-trained individ- 
uals are -more tolerant, more participatory in 
civic atid governmental affairs, have higher in- 
comes, stay in- betjter health, Tiave- fewer 
divorces, and^a more 'positivf^ attitude; toward 
life than those whO/^ in. the main, have not had 
that advantage or privilege.^ ' - . ^ 

"As'Stephen Bailey, of the American Council *on 
Education has said, ^s long as there are national 
needs that transcend the' interests pf Ipdivicjual 
States, the Federal government will be involved 
in direct categgrical relationship to colfeges and 
universities, .As long as students need help, both 
our States and the Federal government will 
participate in supporting them through school. 
And as long as schooling and training success- 
fully add to the pool of rfatiohal talent v\^ichv 
the legislation intended for the purpose, claims 
wiirbe*made upon 'the Federal government for 
assi3tance in supporting' the endeavors of educa- 
tion, /' ' , . 

"The agenda for 'thrCon^ress and the Office of 
Education, therefore, continues," ' ^ 



^^PART I 

SPECIAlr RECOMMENDATIONS FOR IMMEDIAT£ ATTENTION 



FuH- discussion of the^Cpuncil's reconnnnenda- 
tions for 1977 follows, and^a summary list of all 
.recommendations will be fourid at tHe beginning of 
this Report. However, the Council has concli^ded 
that irflmediate. attention should be given the 
following special concerns, all of which are, in-' 
eluded later, in the body of the text: 

"D CERTIFICATION AND ' TRAINING OF 
FINANCIAL AID' ADMINISTRATORS; 
• 2) MANAGEMENT SYSTEM FOR THE U.S. 
OFFICE OR EDUCATION; 

3) . CHANGES IN GUARANTEED LOANS TO 
ASSURE CONTINUING, STRONG PROGRAM; 

4) SIMPLIFICATION OF STUDENT AID-DE-- 



LIVERY SYSTEM BY MEANS OF COMMON 
DATA FORM AND UNIFORM NEEDS ANAL- 
YSIS", ' ' ' 

5) STRICT DEFINITIONSOF INDEPENDENT 
AND i*^ON:TRADITIONAL STUBENTS AND AD- 
HERENCE THERETO; - 

6) CONTINUATION OF THE FIVE-YEAR 
MORATORIUM ON VOLUNTARY STUDENT 
BANKRUPTCY; 

7) VEPIFICATION OF FAMILY INCOME 
DATA BY MEANS'OF FORM 1040 OR EQUIVA- 
LENT; . 

Sr STUDENT INFORMATION PACKAGE 
COVERING AID PROGRAMS AND P'ROCE- 
DURES. • • . . 



/ 



PART II 

RECOIi^MENDATIONS m COLLEaE-BASED PROGRAMS FOR . 
1977 MANAGEMENT OF AID PROGRAMS BY U.S. OFFICE OF EDUCATION 



The Council Jfias concluded from evidence of 
three years that the U.S. Office of Education 
simply is not able, for a variety of reasons, to 
' promulgate practices con'Sucive to efficient pro- 
gram administration by institutional and State aid 
officers. The Office has not proved able efficiently 
to publish regulations, to apprise students of 
updated information, to. develop comprehensive 
audit expectations for each program, to conduct 
frequent and appropriate program. reviews (abso- 
lutely necessary to- both institutional and Federal 
interests), to arrive at policy concerning institu- 
tional refunds, concerning non-traditional students 
and concerning regular fiscal reporting practices. 
As a result, the Council will address these short- 
falls. ' \ 

Management Fundamentals' ... 

fundamental to any modern management sys- 
tem is a data base^for efficient Coordination and 
Gomnr^ca^i^n; ior. prompt collection ,and re- 

^trieval of jrtformation,' for ''identification of pro- 
grammatic impact, trends, and early warning of 
abuse. The f^ct that the Office of Education 
annually is responsible for billions of dollars of 
student aid funds certainly warrants expectation of 
realistically achievable common forms, reliable 

, information flow, ^adequate staffing of offices and, 
perhaps most of all, control over the ^ flow of 
dollars by means of precise audit ahd.error-preven- . 
tion techniques. Not one of these yjias been 
realized. 

The Council recommends the creation of one 
^-coordinated, centralized system of computerized 
information covering stadent aid,, whether the 
sources be State, Federal or institutional, which is 
designed consistently to update data on a real tinfe 
basis and which "will bring about, among other 
things, theJollowihg improvements^ 

» -s. 

1),A thorough diagnosis of all current programs 
for purposes of simplification and consolidation; 
M 2) A^participative effort among Federal; State 



and private institutions in supplying, storing and 
revealing common data; 

3) A centralized system of information with 
coordinated input of data from sources irfboth the 
public and private sector, eliminating any highly 
undesirable aspects of a giant ''Big Brother"' 

. computer in Washington; 

4) A shift of focLfs to directive, rather than 
^ responsible, actions in all student aid programs; 

5) Achievement of tighter control over student 
aid recipients, involving less reliance upon compli- 
cated manual procedures and more upon effective 
monitoring; 

' 6) Equitable funding and distribution of aid. 

More specifically, the Council believes it feasible 
that* the "early warRing"v data basevof the College 
Entrance Examination Board covering high schook 
students seeking college entrance couMbe part of 
the data system. Further, College Scholarship 
Service and ^American College Testing (the two 
large commeVcial corrippnents in needs analysis and 
aid applications)' would be asked to contribute 
input regarding expected fanrijly contributions, 
student identity and cumulative obligations. State 
and private loan guarantee agencies would b^ asked 
to provide input and update on defaults, collection 
data, vertification of student statu^ cumuta^tive 
debt and to help with possibilities of N^an consoff- 
dation.* - ' * . 

The Council further recommends that the pro- 
posed data system, providing equitable distribution 
of Federal and State student aid funds, with 
concomitant economy to the U,S. Treasury, be 
placed under operational control of a quasi-public 
body similar to Fannie Mae or Sallje Mae and be 
independent of any of its three components. Sjjch 
arrangement will also work to protect students' 
rights of privacy. 

Much^ has been said the past twentjf years 
concerning, the need for 'more .efficient program 



'Further discussion of loan consolidation will be found in the 
Guaranteed Loan section of this Report. 
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nfianagement in the student aid field. It is past time 
tojnnplennent the necessary data nnanagennent base. 

Structural Reorganization of U.S. Office of * t 
Education \ . 

s / Several working papers prepared by Cpancil 
members sp^cificaMy for this report have dealt with 
various phases of structural reogranization ttf the 
Office of Education; One of 'these, prepared by 
Dr. Roy Cogdell, dean of Governors State Univer- 
Mty./ constitutes an ambitious effort to re$.olve the 
afrtbifluous. lines of authority' and communication 
which now prevaM. That paper is presented in full 
asi; Appendix B and it -deals. v\^th congressi6nal 

. relations, budge^, f'ind allocation and administra- 
= tidnr, monitoring, audit recapture and other prob- 
' lems. It attempts to place each of these functions 
in-ctear relation to the other but wifhin the broad 
administrative ^structure whichi has existed for so 
m^ny years, i.e., central off icesW Washington and 
*teh regional offices, as well as ever-growing num- 
bers of institutional and State offices, both .public 
and p/ivate. Basically, Dr. Cogdell's plan would 
limk severely present -direct lines.from Washington 

' - /central offices^ to' the institutions 'and woulcl 
establish, their place, ,more authority in the 
r-e^ions and the State offices. The plan is pre- 
. sented here as a prototype for further consrdera- 
tion. . - * 

Student Aid Program Information and Assistance 

The current interest in consumer affairs, as it 
relates to 'student^aid, is an imperative for institu- 
tions to provide much more Information about 
their policies and aid programs than \s currently 
given. In -this Connection, the Council has been 
interested fqr two years in student thinking about 
present financial aid policies and what recom- 

' mendationS students themselves- rhight^^ve. A 
Council sfudy^ ^ made at the end of 1976 indicates 
that knowledgeable students, aware of ^eeply 
inflated college * costs, see a "high tuilterf, high 
ald"%trategy faking the place of the "low tuition" 
strategy of the 1960's. This leads to increased 

r ^ :demahd for student^ai^t a tim^ when neither the 
Federal government^ nor* State government wilL 
guarantee financial. support for posts^condary edu- 
cation,, and students look upon this allocation 
procedure as a device for rationing limited funds.^ 
Page 12 of the National Task Force Report on 

Student Aid Problems^ ^ concludes 'that nee<J^ 

** . < 
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analysis'? "in the »past has often been used as a 
device to ration the available student aid funds 
.through' a0ificiaT or arbitrary decisions about the 
amount 6i 'need' that the students and , pa- 
rents presented. What frequently passed for 'needs 
analysis' was really 'resource analysis."' The Keppel 
Task Force finds this unacceptable, in a system 
wji^ich attempts to provide access, choice and re- 
tention for students without sufficient resources' 
of their own. The Advisory Council study con- 
cludes, that many students in this environment feel 
that concepts such as "entitlement", "choice" and 
"equal opportunity" become little more than buzz 
words. ' , ' ^ 

* , This lack of information aboxJt ^iti programs, 
eligibility requirements and deadlines mystifies the 
jtudent and alienates him from the whole system. 
According to a College Scholarship Service study, 
"Information-br lack of it-was the single most^ 
V frequently expressed problem."^ 

" \ The Council recommends that a. small but reason- 
able part of all Federal funds provided for post- 
secondary student aid be specifically labelled for 
general dissemination information about student 
aid and that the institutfons utUize*this help in the- 
most efficient informational programs available. 

aThe Countil will have.m'q^ to sayabout this in 
'"'Training of Student Financial Aid Officers" be- 
low, but another aspect of the problem tends to 
compound the inadequacy of the present system*, 
* ' and* it rglate"? to students still in high'lschool. A 
report issued for the National Advisory Council on 
Minorities in Engineering shoves clearly^that stu- 
dent estimates of the' chances for finiancial aid in 
coUege very d^initely affect plans ear:ly4Rithetiigh 
school career and the c^rricolunvf^Howed there. 

The Council recommends that the U.S. Office of 
Education cause-to be distributed a comprehensive 
information pamphlet to all 8th and^ 9th graders in 
our secondary school system. The pamphlet should 
explain each major afd f)rogram and include de- 
scriptions of ejigibility as well as .dates and ad- 
dresses for application forrps. The f/amphlet should 
contain special information for potential science 



"Student Attitudes"^ unpublished paper by Thomas C 
Naylgr, member of the Council. 

U'sually referred to as the "Keppel Task Force Report." 
^'^"What 250 students say about financial aid problems", CSS 
Student Advisory Committee of the Cbllege Entrance Examination 
Board, College Board Review no 100, Summer 1976 




and ehgineering students, who mu^t *begin their 
math/science sequence early in high school, 

The Council is aware of current publications irP 
this field, b ut none serves adequately the purposes 
designated above, ^ ^ 

Another problem relating to information .for 
students arises when .the institution making the 
award prepares its aid package. Some colleges ma^ke 
special efforts to acquaint parents Nyith 'their' 
expected contribution toward expenses, as deter- / 
mined by the college, but thisr.practice is by no 
means universal, Parental coniplaint is common.* 

The Council recommends that means be estab- 

lished by e^cfi major scholarship service and by the 

Federal Government (in those programs operated 

directly) for written advice to parents stating 

specifically the amount expected from them during 

the school year. < - 

• .* 

Transferability of Funds in the Federal Programs 

F.undS-_for each of the major Federal programs 
^re ^'appropriated asjine items in' the bOdget and. 
pass through many hands before re3chirrg the - ^ 
student? One of the important interm^iaries in the 
callage-based progranis Js the institution itself, . 
which is subject to all the uncertainties of enroll- / 
ment change, drop-outs, stop-outs and 50 on, 
frequently resulting in shortages of*funds for one^ 
type of .aid (loan; work or grant) oUpr another. 

Presently, funds- for each program are acdoiinted 
for separately and periodic program^ reviews, whi^n* 
conducted by Office of Education regional s(taff, 
are designed to ensure that the institutional aid 
officer has utilized his funds with due regard for . 
prpper stewardship. ... * 



and for^better expression, of institu.tional philoso-* 
ph^ regarding ttre role of studeht aid oh. the whole 
postseeondary experience^ ^ 

Overawards o)^ financial Aid _ 

As long 9S the campus-ba^ed aid progr^s have 
been in oper^ation, they have been plagued with a 
: complicated and recurring probleni relating to 
"overaward/' A financial aid package, put to- 
gether lyy the Aid officer during the summer 
preceeding^^ the academic year involved, obviously 
represent? a best .estimate of needs to be met. 
.When th^ package includes College Work-Study; it^ 
is entire^fy possible, for the student to find later on 
that th^ allotted quota has been earned well prior 
to th^ end^o/ the. term, yet .both studept and 
employer' (frequently the Institution' itself) wish, 
the student Xo continue, ll^ .the student does 
conl^^ini!hp, and if he is paid in Federal funtts,ithere i; 
a vi^ry reaftrpdssibHity of audit, involving restitution' 
o^/al^ Federal monies involved in overpayment. 
Strict equity demands no overawards, but the logic 
(;iemafids some leniently and Congress has approved 
some overawards in its latest legislation, ^ . • • 

The* Council recommends th^ any portion -of 
' work-study earnings (^nsfituting'^veraw^rd (that 
'Amount, of wage$ for^ork^ performed exceeding 
need previously ^omppted by a responsible finan- 
^cial aid' officer) be treated by Congress as an 
ddditHon to that .student's -savings for the next 
ensuing academic period. In tio way should this 
recommendation be inferpreted^o mean' Jnten- 
tional reduction in the student's normal obligation 
to work during the neUt non-academic period to* 
assist in 'hi^/h^ 0W/7 self-support. 



^;The^Cour)cil , recommends that the Congress permit 
transfer of 25% of funds among the three major 
college-based programs (college work-study, sup- 

^ piementa I educational gppbrwnity grants and na.- 
tional direct ^ student loans), at the option of the 
institutionaL financial aid p}ficer, to provide ^for 
better utilization of such funds and to compensate 
for changes Jn Junding of individual^ institutions 
through the.operations of the panel review process, 
as well as uncertaihtief of enrollment 

* There is already .some^^transferability between 
two of the programs, but the Council moves the 
abo\^e in the interests of better sen/ice to students 



Training and.Certificatio 
OfficersJi:. 



r> Studen 



cfent Financial Aid 



One of the thorniest problems ip Office of. 
Education management relates to its flitel responsi- 
bility for stewardship of taxpayers' money, on onje 
hand, and for presen/ation of institutional auto- 
nomv^ on the other. Accountability for, Federal 
funds concomitant with assurances of equitable 



, The term "cefjificatlon" is used here/toij mean ap^^rova! by a 
/elevam professional organization, after prpbf of coroplfance^with, 
and full knowledge of, established professional criteria for the 
performance of duties reasonably associated with the job of^student 
atd administration. Specifically, thejterm does not mean "licensure" 
or approval by a Stat^ or Federal Itcensing bpdy. 



distribution o'f assistance are niatters of grave and 
general concern. The Council has studied these 
matters over the past three years with an eye to 
history, • , . , ' 

^ Prior jto 1958, t\^e year in which the National)- ' 
Direct ,^ti^nt Loan program was enacted, distft- 
Bution off student aid by colleges was a relatively 
-simple matter. With enactment^of the Educational 
Opportunity Act of 1965, the Amendments'*©? 
*1972, 1974 and 1976, however, the p/oblems have 
increased enormously and, at the same time, State 
governments have begun substantial aid'programs 
of their own. The demand for more sophisticated 
^ aid officers has far surpassed th.e..supply of experi- 
enced practitioners wiling to stay in the field for 
mpre than a year or two. 

nit is estimated that m 1974 there were about 
10,000 "professional" staff people handling State,' 
local and Federal student assistance funds, but 
only a few of these had accless \o organized 
^instruction defining their responsibilities and furu:- 
tions. Indeed, irf the matter of training, there^haye 
been only sporadic and uncoordinated efforts, tp 
f^roduc^e a truly professional group, nor i^ the^-e an . 
. established source of supply of^student aid oi^ficers, , 
in the sen5^ of graduates of planned high/ school 
carricuJa or baccalaureate. Student aid salaries rank 
almost at the bottom of the laqkjer on college 
campuses, resulting in a turnover rate of ^bout 33% 
annually. When itjs recalled thai about /our bilTion 
dollars of Federal funds and five hundred million 
dollars of State funds flow annually tprough these 
channels, the^ituation appears unconscionable. 

Thp National Task Force on Student Aid Prob" 
lems revievyed the training efforts/ of both the ' 
College Scholarship Service and. Anierican College 
Testing, as well as the extorts of the U.S. Office of 
Education under the Education Professions Devel- 
bpm^ent Act and under the Basic Education Oppor- 
tunity Grant program, and concludes that none of 
these gives assurance of continuing, sophisticated - 
instructjon of student aid administrators on the 
national level. ^ ^ | 

A few years ago the National Association of 
Student Financial Aid Adminisicators>, created a 
subcommittee on certification, but this no longer 
"exists.^'' Some States have stepped rnto the gap 
vj/ith their own training and certification ^ograms 
and more States are currently* donsidering quality 
controls." The States novy engaged in structured 
'training' procedures are Texasj Colorado, North 
Carolina, South Carolina and Arizona. 

The problem appears to be not so nujch whether^ 



or not adequately certified officers are needed, 
but rather a question of what' group will do the 
oertifying. Since this specifically falls within the 
mandates of the Charter provided for the Advisory 
Council, a questionaire'^as sent to alL State 
pt-esidents of "tfie national student aid adminis-' 
trator§, organizftiqn.^ ^ Replies clustered heavily 
about the need for adequate and extensive, up- 
dated training,* and the most surprising result^was 
the fact that 23 of the respondents advocated some 
kind of certification/procedure.* ^ . • 

The Council recommends that a standardize<^ 
training program, for financial aid administrators be 
developed immediately by the National Associa- 
^^tion 'of Student Financial Aid Administrators 
* jointly with the Natiorial Association of College 
and fJnivetsity^ Busfp£ss Officers in consultation 
with the U.S. OfffQe of Educatidn, Such training 
shaH include^ broad foundations' of legislative his^ 
tory ancP interft, descriptiofi9 of acc^ptabte^ and 
efficient, practices, and adherence to a tode da- 
manding'^dministratign of the highest level. The 
CoOficH' recommends, concomitant with the above, 
full funding of the training /uthpri^Bd under 
Section 493-C of the Education Amendmenls of 
1976/ . . ^ ^ 

It is agreed generally that even were thejraining, 
program '^to start immediately; 'at least two 'years 
- will Be 4;equired '^6 complete the program with due. 
attention to'the legal Vesponsibilities of all parjyes 
involved. ^ ' • \ 

The Council recomniends that the U.S. 'Office of 
Education, to fully utTffee th^ training programs, 
proceed without further delay to set up a schedule 
of frequent and reasonable pr6gf:amre^ew&~to be 
carried out by qualified^ Office of Education 
personneC^ • y — ^ ^ ^ : 

Assuming implementation of these three recom-* 
mendatit>ns, it is entirely possible that a respon^i- * 
ble certification procedure could be in place by 
1980, with all the advantages of effiWency of 



Final RepQrt, National Task Force on Student Aid Problems, 
pp. 78-84. . ' 

'See^Appehdix C for National Association of Student Financial 
Aid Admipistrators* tentative criteria for certification.- 

' Poll conducted tr^ "Mrs. -£asciUa--Light, Director Career 
Education Center Randolph-Macon Wornan's. College, December 
1976. • ' ^ 

^ See Appendix ,D for text of questions and results.**- 



operation and economy to the taxpayers.^ ^ This 
should be helpful, also, in xhe current problems of^ 
• fraud and abuse, 

» The Council recommends that the U,S. Qommis- 
sjoner'of Effucation require certification vf indivi- 
dual Financial Aid Administr^ators, efiective at 
earliest possible date, suggested to be September 1, 
1978. Certification procedure should be the re- 
sponsibility of national and State professional 
student -aid organlzaXions presently recognized ^by 
the US Office of Education a/?q^££ no time 
< should such "Certification procedure be regulated 
''by, or subject to directives from The U.Si Office of 
; Education or a State Government Agency. 

Good Standing (Academic). 

Germane to certain problems of efficient pro- 
. gram administration is a definition of "good 
academic standing" as it telates tO|StudeRjs who 
fail tp^ move- ahead annually towc^d acceptable 

-academic goaTs^ The question constantly arises as 
to what extent Fede/al fupids are -being used by 

-institutions to support "professional students" or 
those not making real progress to the next level. 
Since quantitative data' ^presently are vfrtOally 
impossibly to obtain,? ^ there is no estimate of the 
amounfof funds "lost" in this manner, but the 
Council continues td believe %t is a very s^riogs 
probliqm which, in the short-run,' must be faced 
through special emphasis in" >the ^ training and 
certification procedures stresse(s| earlier. It illus- 
trates again the need for a thoroughly reliable 
national informational system-. . 

Office of EducatioriStaffing 

The Council addressed the p/oblem of Office of 
Education 'staffing in its First and Second Annual 
Reports, but it remains serious enough to requjre 
emphasis once more. Council Chairman Dr. John 
Deiyiarcus undertpok this year his own study of 
the effectiveness of the Office of Education and 
cojjcluded (with frank concurrehce by some Fed- 
eral |)fficials involved) that there is not only a 
deplorable , lack of modern technology, but a 
scarcity of trained personnel to sustain a suitable 
administrative system. It is clear that, whether' or 
not there. will be a reorganization of the Office of^ 
Education^ immediate ^teps *mu^ be ^aken to 
improve the se/v/ces^which the Officte of Education 
shoulcl be providing. The section on Training and 
Certification of Student Financial Aid Officers 



refers to the need for more program reviews, and 
this will involve either an increase of regional sta'ff 
or extension of a system already on trial, whe/eby 
, experienced financial ,aid offiters from dollege 
campuse^s are hired ^art-time by Office of Educa- 
ttion. It -has been estimated that all campus^ro- 
gr^ms in the nation could be reviewed by 1^0 such 
individual institutional aid officers on 'contract,* 
working with Office of Educatior^ regional people. 
In addition, however: 

, a. Institutions cu^rr^ntly have'a- serious need for 
technical assistance (other than reviews) from the 
' regional officers, and^'these services simply are not 
^available; - 

b. Financial' aid officers in the field have an 
immediate need for formal training and Office of ^ 
Education staff could'perform this service; 

c. Loan defaults need to be followed up quickly 
and efficiently; * ^ , 
- d. Disparities between Panel Review recommep- 

,dations (for sums to be allocated to participating^ ^ 

institutions^ by the Federal government) and t|ie y 
final allocations actually received are such that all 
participant in the process need more communica- 
ti^ and sharing of information duTrng the critical 
period following institutional application; 

e. Expeditious issue of rules and regulations is ^ 
problem, - ^ , . 

The Council deplores the lack of adequate staffing 
in key student aicf positions within the Office of 
Education. The Qouncil fepis the addition of 
adequate* personnel is of first priority in the new ' 
administration. New personnel will provide sub- 
stantial help in the issuance of regulations^ in 
eliminating contradictions of policy 'from various 
Federal Regional Offfcers and the Off lie of*. Gen-, 
era I Ccff^nsel, in remedying the lack of periodic 
prograrn reviewsl^yyegional staff and the need iSt . 
program information on the part of the Amerfcari ^ 

public.'^^ ' , ^ • , ' 

ff 

Role of the States ; 

What rolQ should the States have in a national 
system of student financial aid? Some advt)cate a , 



20 ' ' 

* See Appendix E for'imptementation detail. , ^ ' 

2 1 ^ 
Seo "Management Fundamentals' above. 

^^As an example, the New 9'ork Regior^al Office of the U.S | 

Office of Education is responsible for aid programs m the State^^ 

•New York, New Jersey, Pennsylvania, Puerto Rico and Virgin 

Islands, Federal aid, as of this -writing, amounts to about 

$622,000,000. There is one program officer to cover it all 
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much stronger role than they novy have/ based 
upon the historical proposition that it is the States 
which have prime responsibilities for educatidft^nd 
tha^ focal -authority derives from the States by 
statute. The Education Amendments of 1976 
augment the parts played by Stiites,' by 1) estab-. 
lishing Education Information Centers, financed by 
State funds (on^third). and Federal funds (two- 
thirds); 2) encouraging States to ^set up guarantee 
agenqies^for stpdent Iparvs, if they have not already 

>done so; 3) ^ further" cooperation in, community 
services an^' Contir\uing ecJucation. In addition, 
there is. d' provision for State processing of ^asic 
Educatibnal Opporturujy Grant applications (cur-' 
rerUly done entirely -in 'one Federally-sponsored 

' contract) and for State participation in a traming 
prograna for student aid officers. The Council 
believes additional .mutual experifljfice,, shared by' 
Federal and State officers^ wdufd.be benef'rcial for 

^future planoing. * ' 

The Council recommends that a pilot program be 
established . whereby a single State agency be 
named administrator df all Federal ah^ State 
student financial aid programs \^tthin, that State 
'^nd wherein said agency would assurhe all reason- , 
ablet responsibility for program operation yand 
^ reporting. oA pilot program of this kind would 
indicate whether or not further i/ftegration of the 
whole delivery system is practical. ♦ 

National Direct Student Loan- Notes - ^ 

Present law provides for the assignment of 
National Direct Student Loan notes ^n default for 
♦ two years tc\ the U.S. Commissioner of Educajipn. 
This is not being dpne generally. * 

. The Council recdmmqnds that present law be 
activated and that institutions holding national 
direct studept loan notes in*default for two y^rs 
turn such paper over to the U.S. Commissioner of 

^ Education for farther efforts. The Office of Educa- 
tion has not set up ahy procedure for this. 

The Independent and Non-Traditional Student 

Readers of this report may J^e familiar with tHe 
niaterial alre'ady 6n record concerning independerit 
and non-traditional 'students. An "independent 
student" is usually described as being of college-age 
and having no significant financial- support from 
, parents or relatives to attend postsecondary 



stJd 



schools. The "'non-traditional sti/dent" is usually 
^ referred to 3s that student, indepentJent or not, 
who is older and ^perhaps part-time, a group 
includii^ig women whose family responsibilities 
have 'finally permitted a few courses at the local 
cornmunity ccll'ege and ^others l-eturning to the 
. campus after prolonged separation/Full descrip- ^ 
tions may be had 7rom the extensive bibliography " 
on thisi^ subject. , 

It was from' the ranks of the non-traditional 
students that such program^ as Upward Bound, 
Talent Search and Special Services (the so-called 
Trio Programs) discovered cQrfipetencies from the^ 
ghettos and barrios which could be developed at 
the collegiate level. In addition, large numbers of 
veterans were .r'aturning to school^ with other 
.groups of adults who^had interrupted their educa- 
tional careers years before. Those assisted "by the 
Bureau df Indian Affairs showed increased interest 
/in postsecondary education, aVid "disabled students, 
hitherto Shy about a tradftionah campus,, added to 
the numbers ^Sf enrollees competing with tradi- 
tional students for financial assistai>ce. To^qqcte a 
University of Maryland official, "Thp termf'^^rion- 
traditional,' which only a few years ago applied to 
minority and low-incpme students, is^'now being 
applijed ir*istead to a new clientele for higher 
.ecfucation: the older student, returning to college 
after a break of some time, or attending college for 
the^first time, often a part-time student, often tvith 
family responsibilities, sometimes a .solo parent^ 
sometimes a displaced hom^rriaker, often working 
full-time. Our older population, which initially was 
made up of veterans and some older women whose 
' children had grown up and for whom education 
w"as quasi-recreational, now is expanding into 
people for whom education is a new venture, who 
study "to get^^ job, to upgrade their skills,' for 
.reasons no less serious thgn those of the 18-year- 
old. 

"This new student somehow bumps into all the 
corners, and the rules, and the assumptions of our 
institutions- Our application forms do not make 
any sense for him. Our questior^s about depend-^ 
ency seem siHy. Our focu^on the full-time student 
leaves him out of things. Our emphasis on day-tjme 
classes makes life difficult for him. He is our new 
clientele, but our institutions are not designed to 
let him fit comfortably, let alone meet his 
^'needs."^^ - ' 
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Dr. Judith Sorum, Dean of Undergraduate Affairs, Universrty 
of Maryland, December, 1976. /'^^ 
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Present; legisla'tion already provides for studenN 
aid to needy part time .students in. most Si the 
major programs, but critics maihtam, neve'rtheless 
that the non-traditional student is subject io a 
number of "hidden- Assumptions" about need and 
aid. Again quoting Dean Sorum, "We assum^.that 
•the . full-time student is more worthyf^of our 
support than the part-timS ^udent. We assume that 
the younger student is finlncially more needy than 
'the older student. We assume that the older learner 
i> 'just here for the fun of it/ and we need to 
.(Question these assumptions &s we evaluate the 'fit' 
between needs of^ the neiw studehts and those of 
the .existing student* financial aid structure. We 
need to ask what our social goals are in relation to 
these older learners, ^nd most of we need to 
realize Wiat by our current policies we'may well be 
having an impactthat w^do not wish to have." 

The nCjjnbers of independent and non traditional 
students have grown immensely in r^ent years. In 
the BEOG program , alone/ the proportion of 
independent^students has . increased steadily each 
'academic yrtr from 13,3% of all eligible students , 
during 1,973-4^ t9 nearly 30% in 1975-6, This 
e)^trapolates *to'*46% in the near futtJre and poses 
two very furida'Inental questions about our assump- 
tions behind stildent aid, i.e., the respdnsibility of* 
parents for their children's education and what 
gamesmanship, \i any, is involved in vyeighing 
income tax* dedubtions against Federal stud.ent aid. 

The Council recommends that the U.S. Office of 
Education make a decision, long overdue, on the 
definition of an independent student anc( apply' 
^s definition across the board to all Federal 
student aid programs sponsored by that office,. It is 
hopedhhat this definition would then be adopted 
by States a^rptnistering their own, aid programs. 

Choice and Flexibility in Aid Programs 



The two loan programs (NDSL and GSL), to- 
gether with Supplemental Educational Opportu- 
nity Grants^ and College Wbrk-Study; provide 
financial aict administratojfs with the tools neces- 
sary to enrarge an aid package for a studen| who 
opts to attend a more expensive college. It is very 
difficult to determine quantitatively the extent of 
"ch(^ice" {of colleges) under existing student aid 
arrangements, but some hints are given in a study 
by-The National Commission on the Financing of 
Postsecondary Education, using Department of the 
Census data, wherein it appears that \the vastly 



differing cost structures of our colleges do not 
present insurmountable barriers to students from 
families earning less than* ten thqjjsand dollars 
annually.^'* Since Supplemental Educational Op- 
oportunity Grants may be added by the financial aid 
officer to Basic Grants (or other aigl) up to fifteen 
hundred dollars annually (maximum four thousand 
dollars SEOG over fdur years), there is latitude for 
' the student to opt for a more ejcpensive college or 
go out-of-State. * 

This has obvious relevance to. the financial 
health of pur small, private colleges. The Council 
continOes to believe that attention to students, and 
the willingness^ to^ carry on mode^st research^*t5V 
spnall colleges could be lost to the nation if 
students do not ^joy some measure of choice. 
While it is reasonable to assume that Basic Educa- 
tional Opportunity Grants, Cvhen "fully-funded", 
has assisted measurably the lower-cost public insti 
"^tutions, there>are few who argue that BEOG alone 
prt^des much help for high-cost private college^, 
* In^fact, it. may be Entirely possible that BEOG 
enal?les the laiSver-cost public universities to.traRS-^ 
fer fr^m their own ^id programs 'funds "to ^sist- 
middle^income students not eligible for BEOG in • 
Ijhe first place, ' ^ 

"•e Counpil repeats its recommendation that the 
campus-based prograrhs be funded to^ amounts 
authorized, in « ma/or effort to preserve th^ private 
' institutions o f the nation. ^ ^ ' 



lnix)me Tax Credits ^ 

' Middle-income groups facing the problem off 
choice usually must" consider an edujationak loan. 
During the recent presidential campaign, both t 
candidates discussed tax credits for educational 
expense, pursuant to variqus proposals in the 
Congress for years,- The Ribicoff Amendment of 
1976 would have provided up to three hundred 
twenty five dollars credit for each' college student. 



Financing Postsecondary^ Educa^on in the United States^ The 
NationatXommiss^on on the Financing of Postsecondary Education, 
Table 4-11, p. 153, December, 1973. 

^^J. Samuel Jones, Director Finanoial Aid A Massachusetts 
Institute of Technology, 'The public urlfversitres with Jow tuition 
are m mudh better shape than they were four years ago. . .Basic 
Opportunity Grants are really meeting their costs. But the 'privates' 
are not better off." The Chronicle of Higher Education, October 25, 
1976. 

^^See Appendix,? for bibliography on f mantel problems of the 
small, private colleges. » 



commuted on the basis of lOO^/c^ for the first two 
hundred dollars of qualifying expenditure for 
tuition, fees 3nd books, 25% for the next three 
hundreJ dollars, 5% for the subsequenit ^ne thou- 
sand "clollarS>with rto tax* ^credit 'for expenses > 
beyond fifteen Hundred dollars. T]i^e tax- cVedTt 
would hav^e begun to phase out when taxpayer's 
gcoss adjusted annual .mcome passgfl .fifteen thou 
sand dollars, with rio^credit allowed on adjusted^ 
income above^ thi^rty one thousand, two huncired. 
and fifty dollars. ^ - . . 

Advantages of tax credits lie h their availability 
to rpiddle income- groups, the speed with* which 
they can be implem^ented and the low cost of 
^iJministration. Major disadvantages are Joss 'of 
. revenue,* ar^ the charge of "abuse"" o^ our tax 
system as a/revenue device. 

Th^^edtlacil has considered at length! the idea of 
tax credits for costs of postsecDnd^ry educatiog 
and recommends that it be taken up again by the 



Congress, as Ft possesses considerable merit, how 
ever, the Courlcil would resist passage of tax credit 
legislation should it affect unfavorably the fapd'ln^ 
of existing student aid programs. , * J ' 

Professional. Schools^ 

Professional schools ate part of the* problem pf. 
chpice, but not in the ?ame sehse used above arid 
hence are considered separately. .There is genuine^ 
uhderutilization of our f^hD's ir^he marketplace,* 
but there is also' need. ^or sensitivity to the whojp 
structure of . educatiori, lest some segments now 
disregarded bf essential to the technological- and 
Scientific compethion in yy^rld affairs. The Ct)uncil 
commends to the attention of the' Congress the 
ngeds of. professional school students„r^ecessary to 
the national w.fell-being in "matters of health arMd 
science, such needs being part of the totally-coordi 
nated student aid program. 



RECOMMENDATIONS FOR GUARANTEED STUDENT LOANS-1 977 




In recent •years, the Guaranteed Student .Loan 
program has shown clearly that, even in, years of 
extremely tight money; the nation's bankers have 
been extending loan rtioney to students who, 
otherwise, would probably never have received 
such assistance. This has proved to be the case; 
though student loans were being made at", 
unfavorable by comparison to other bank^^sgpr, 
d ewn though tfie paper work qrfd costs of 
ministration were large/cpmplex and subject to 
gnseKling changes in rules and reglilatioos* in 
Washington. It should be noted, too, that Ouaran 
teed Student Loans have,added immeasurably 
student choice for Jow incfome studerrts, ^srrrce 
about 75% of the loans are extended to students 
, with family adjusted gross incomes below $10,000. 
Extrapolation of the cu^rves of postSecondary 
attendance into the^next decade indicate^ annual' 
Increme^its of students and generally increasing 
college, costs. The GOaranteed Loan program seems 
to be the only major effort which can manage^to 
keep pace with expahding'^hational go*als of educa- 
tion* opportunity, provfdeci it c^n expand its ovwii 
lending ^base.,Thejbase includes all m^jor lerrding 



institutions of the .gduntry which may.be consid-^ 
ered asuipotehtial refoiirces-for student loans. [ . 

.15,000 commercial banks; 
5,000- savings and loan institutions; 
e'OO mutual savihgs banks; 
23,000 credit unions,. with membership of 23 
nlillions; ^ , 

.insurance corfrpanies; 
' pension plans. ' \ ' , 

Figures' of the American Bankers Association 
show lerlder participation in the Guaranteed Loan 
prograrrt as follows: 
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' Table I 

Total Lenders in the GSL f*rogram 8So( June, 1972 



Institution 


Number 
Lenders 


^ % of 
Lendei^ 


%bf 
Loans 


CorTlmercla^ BanRs ' . 


14.147 


73.9% 


- 69*.4% 


Mutual Savings Banks * 


447 • 


2.3 


8.7 


Savings and Uoan 


1.665 


8.7 . 


7.1 


Credit Unions 


2.592 


13.5" - 


, 3.0 


Direct Loan program. 






5.9 


•Other 


314 . 


1.6 


■ 5.9 


Total 


19.167^ 


100.0% 


100,0% 



Figures for 1974 (two 'years later) show that 
there' was a decrease in participation by commer- 
cial banks (from 73.9% tp 65.3%), and a decrease 
by Savings aad* Lo3n Associations (from 2.3% to 
* 1.6%), but a significant increase in participation by 
vocational school lenders. The latter, however, will 
cease, being lenders under the Education Amend- 
ments of 1976. In all, the number^of loans, as well 
as the number of lending institutions, declined bV 
almost 25% between 1972 and 1975, with clear 
indications that education loans are increasingly 
hard to find. ' » . * 

Broader lender participation should be a matter 
Qjf prime concern for the Office of Education. 
Som^ specialists' feel that tPiFfarger lending institu- 
tions, which have a separate department. for stu- 
'dent loans witK personnel Specializing in that field, 
may haveVeached a saturation. point under cument 
rates, fn fact, most of the larger iristitutions with 
which the Council has been in touch indicat&d 
that, barring, unrforseen developments, they will 
maintain their present position in the market but 
will not actively engage in enlarging it. Hgwever, it 
is the smaller banks, which are not participating in 
the program at all or are dropping out of the 
program, and these are the main source of future 
participation. In addition, the credit uniohs-all 
23,000 of thern-as well ^s^ 5,000 commercial 
banks "and 3000 savings and loan institutions are 
not now in the program ^niJ represent to. the 
Council tremendous potential^ if utilized properly. 
These have already established close relationships 
with their custbmers. The way to lure them into 
the progr^ pould be reduction of paperwork and 
maintenance of yield. 

The Council recommends that considerable simpli- 
fication of the guaranteed student loan program be 
accomplJshed by: . ■ 

D Adoption qf a 'common loan application^ 
incorporating all necessary features of the present 
documents (sometimes as many as eight in num- 
ber) which must be signed by students, schools and- 
parents fie fore there is disbursement; ^ , 

2) Issuance^ of a firm insurance commitment, so 
that lenders can depend, upon the guarantee status 
once such comtnitment is made, barring lender 
fraud or misrepresentation. Present regulatibns 
governing the guaranteed loan program allow, 
changes^ which ultimately may prejudice the guar- 
antee status; - 

3) Requiring that all lenders utilize'^ procedures 



generally practiced) by comm^cial fenders for 
comparable amoun/s of uninsured loans; 

4) Recognition .that ^fnandatory state guarantee ^ 
agencies, do not, by themselves, provide more loan 
assistance to students and that' sliding reinsurance 
rates may severely restrict loans in some area^ 

5) Mandating that State agencies be requiied, to. 
serve as central information posts for administra- 
tive assistance with guaranteed student loans; 

6) Cljsnge of regulations covering graduate and 
prof essionaT students, in view of the increase in 
'total loan guarantee ffom $10,000 to $15,000 and 
providing that huslpand and wife may consolidate 
their loans, so that the repayment period is , 
extended to reflect reasonable repayment and to 
safeguard against balloon payments at the end; . 

7) Review of .the evidence that many delays in 
the delivery system atise from computerized sys- 
tems now in operation. Cau tion is urged ' in 

- . experimenting with additiog^ untried systems. 

Regulation Z 

To date, private lenders have put up more than 
nine billiorv dollars in loans to students despite . 
extensive regulation. One* of the principal disin- 
centives^ is expense of administration and, in 
particular, the burden of 'Regulation Z (Truth in 
Lending), requiring a Loan Disclosure Statement 
for each borrower. In most commercial (pans. 
Regulation Z serves a usefuLand necessary purpose,. 

. enabling prospective lenders to do "comparison 
shopping" for the best terms and to be provided 
with assurance against hidden costs, b^}: in the case » 
of the Guaranteed Studeat Loan program, vFeder.al 
law and regulations issued by the U.S. Office of^ 
Education prescribe in detail ^bpth terms and 

^conditions of a student loan. The interest rate is 
specific'ally .jstated;. the maximuw amount to be 
borrowed is" stipulated; the-period over which the 

, loan runs is set forth; the terms and conditions 
under which the loan may be extended or altered 
are stated; the maximum fee which may be charged 
(1% per annum', at present) for guaranteeing the 
loan is set EJimination of Regulation Z would 
represent a nnost constructive step toward making 
student loans more attractive to lenders and might 
even assist in bringing back somre lenders who have 
defected.^ \ • . , ^ 



27 * 

One banker jclosefy coT>nected with administration of GSL 
program has estimated that about one-third of the loan prbcedure 
manual could be ehminated if Rugulattpn Z were no longer required. 
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TJ^e Council recommends that eligible lenders be 
relieved of the necessity of furnishing disclosure 
statements to borrowers. • ^ ' r 

Loan notes,' signed by students, may Easily be 
mbdified to specify the level of student loan fee, 
maximum interest rate, maximum amount borrow- 
able and other prescribed terms and conditions. 

Guaranteed Irloor of 1% for GSL Lenders' Special • 
. Allowance 

' The'Guaranteed Student Loan program's special 
allowance should assure a level at which total 
return to the lender represents adequate compensa- 
tion for the fun<^s. advanced and the administrative 
costs involv&d. 1t is proposed, that there be 5% 
maximum and' 1% minimum ?et by law and that 
within these limits ]the actual rate f^aid be estab- 
lished by a formula of "3 1/2% under the average 
51-day Treasury bill rate." In other words, if the 
average 91 -day Treasury bill rate were 5%, then the 
special allowance yvould be set at 1 1/2%. A 
guaranteed floor of 1% is mdicat^ to be necessary 
at the moment to bring total lender return up to a . 
Jevel appropriate for long-term viability of the 
.student loan program. 

The Council recoroijnends that long-term success of 
the Guaranteed Student Loan Program and expan- 
sion of the lending base can best be sen/ed by 
assurance of a 1% minimum and 5% maximum 
. special allowance. . * * " 

Student Bankruptcy 

Voluntary student bankruptcy has become 
another nnajor concern. Probably most students do 
not, countenance bankruptcy, if only for funda- 
mental reasons of basic, ethical behavior, fairness 
to other^student borrowers in years to come, -and 
adverse eVects of bankruptcy upon *edit^ratings. 
Yet,%u^t bankruptcies are contiauing at such 
an alarming rate that it bec9mes n^essary to 
prevent^urther deterioration of th*e entire Guaran- 
^"^eed Loan program. The Council is concerned not 
" With true hardship extensions 4ime, but with 
' what seems increasingly evident,^ premeditated, 
immature and selfish bankruptcy well before the' 
establishment of a regular, working career with the 
normal remuneration to be expected "therefrom. 
The intent of Congress in the 1976 Amendments 
should be,p/eserved. ^ ^ ' . 



~ The Council recorfimends that student borrowers 
be obligated to apply and demonstrate the benefits 
derived from the education made possible by the 
loan over the reasonably period of. five^ years after 
completion of studies before therq is any eligibility 
for bankruptcy, excepting cases of severe hardship 
(hospitalization or physical disability), in con- 
formity with the education Amendments of 1976. 
This 5 year moratorium should apply- to NDSL as., 
well as GSL. * . " 



Loan Consolidation 

The Council has consictered the compilations 
for students graduating With several notes due at 
different times, at different rates, at different 
institutions. Clearly, some kind of consolidation 
similar to that in regular consumer loans is 'called 
for. Doing so becomes enormously complex, how- 
ever, since student loans, originate in such diverse 
agencies as Public Health, ^Department of Justice 
(Law Enforcement Education Program), Housing 
and Urban Development (Comprehensive, Planning 
Assistance), Guaranteed Student Loans.*<b6th Fed- 
erally-insured and State guarantee). National Direct 
Student Loans and. others. Obyiously, some form 
of "superagency" may be necessary to transcend 
regular agency boundaries and to provide both 
simplification and consolidation. A few major 
attempts in this ''direction have been made by 
Congress, primarily to permit consolidation of 
National Direct Student Loan with ^Guaranteed 
Student Loan repayments, but nothing tias been 
passed to date. 

The Council recommends that Congress revise the 
legislation governing the Student Loan Marketing 
Association to include clear authority for that 
Agency to buy or otherwise assurrte all major 
student paper and to consolidate it, v^en neces- 
sary, TO provide the individual borrower with a 
' single repayment schedule and a single rate. 

t> 

The above step may be taken without Federal 
budget inflation, since funding for Sallie Mae 
comes from outside source^. 

If student debt consolidation cannot be achieved 
by means of restructuring the authorization for the 
Student Loan Marketing Association, the Council 
recommends that amendments should ^be added to 
legislation governing National Direct Student 
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^ Loans and Guaranteed Student .Loans to permit permit such institution to receive interest on hew 
repayments under the National Direct Student j loan^ and to discount or sell its paper Jo the 
Loan program to revert ^to the lending institution , Student Loan Marketing Association, thus pro- 
as seed money for a new Guaranteed Loan program ^ ^vidmg additional institutional liquidity and con 
operated by the .lending institution. This would ^ siderably more studenf loan potential. . * 
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PRESIDENT OF STUDENT LOAN MARKETING ASSOPIATION, 
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I think the easiest thing for me to do woujd be 
to trace back the growth of the participation of 
educational^ and financial institutions providing 
. loans to students and then "building -up* to the 
Federal invofvement in those programs and ulti- 
♦ mately to the creation of what wg call a secondary 
market which* is Sallie Mae. * ' 

I guess in N^w England ifi the niid l95Q's and 
perhaps in New York State in the late 195D's, it 
was- clear that the combination of grant programs 
and other f6rms of financing that were made 
available by the states and by the universities, 
either through philanthropy or by dollars thaiwere 
, appropriated by the legislature, that there were 
insufficient^ funds to meet the needs of a growing 
population of students. 

The result of this really had its genesis' with 
Sputnik, I guess that when Sputnik went up 
suddenly there was a terrific demand for scientists, 
teacl^ers of the sciences and mathematics, thirtgs of^ 
this sort/in the mid to late 1950's. Suddenly,' 
something called the Natiolial Defense Student 
Loan Program— which made ft, I guess, easier to 
•sell-Student Loan ' Programs got their start^ with 
the Congress. At the same time we saw in 
Massachusetts, we saw in New York State,*^the 
creation of loan guarantee type^.programs where 
institutions in those states, financial or educational 
institutions, were encouraged to lend money to 
students with either the state or a state insurance 
•fund or some eqrfivafent kind of an institutit)n 
being the guarantor of refyavment oJ[ those obliga- 
tions. There was a tradition of expensive private 
schools in the northeastern part of the United 
States. TherQ was a tradition for education and. 
.excellence in education in thatpart of the coantry. 
I think it was only reasonable to assume that this 
kind of a neeiS would first be fulfilled in that parj 
of the country. ^So it was. ^ 



These programs were trying to make certain that 
a student had access to the educatjonat institution 
of hi^ choice and wa.s not refused an education for 
Jack of financial resources. In other words, they 
were putting these dollars in tlie hancfs of the 
student so that he could choose the institution to 
which he would go. We had seen a lot of 
institutional bas^d programs before that where the 
schools had the money and they could pick the 
students and say we will gnve you the money. But 
these^ state programs working through the banking 
institutions put the dollars in the hands of the 
student and give him some freedom of choice and 
accessibility to institutions that he really didn't 
have before. 

Then ifi 1960 another program, the one that Bill 
Mirandon now represents, Unitecl Stuclent Aid 
Funds, had Jts start. That Was another'form of a 
guarantee or insurance kind of a prpgram. J will let 
Bin get into the details some other time because it 
is a rather domplex kind of a thing. But it was felt 
that a privatp nongovernmental entity with philan- 
thropic supp'ort from some of. the major corpora- 
tions and some^ of' the major people in our 
country— the first* chairman was the then "former ^ 
President of the United States, Dwigbt Eisenhower, ^ 
this was 1960-could attract' funds and offer 
programs to states and offer programs to educa; 
tional institutions whereby they t09 could provide 
the insurance to mal<e certain that funjds yvere 

^available s^ that ' students could get mto' the 
institutions of their choice and^get the. education 
they wanted. Again, it was the opportunity to 
"'e)^paDd the base, of ^students due to the fact that 
financial resources were available, and th^ oppor- 
tunity for them to be able to finance their 

^ education .out of their own earnings. The induce- 
ment to the lending institutions was that there was 
a guarantpr, somebody v^illing-to pay the freight if 
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- the student couldn't make it. < . 
, The need for this guarantor was that unlike a 
mortgage or automobile loan, thtere 'is no solid 
^ 'Piece of collateral that you can grab and the'n sell. 
You have a human mind of course. You have a 
contributor to the econ.omy. You have a better ^ 
contributor to' his own well being and financial 
standing jn the community. You hav^e a tax payer. 
You'' can go through all of these economic anfd . 
financial arguments about why you should lend to 
people. But. there had to be an equivalent of a 
cosigner. There had to be somebody -willing td 
stand up behind that student. That is where the 
Unfted Student AM^Funds, that is where the state 
programs and ultimately the Federal program, felt^^ 
that the need was established and the program had 
to be created. . t 

Thes^ 'various state and USAF programs func- 
tioned with reasonable success and reasonable 
volumes through about 1965. At thar time a^ 
' massive effort in the higher education act of 1965 
^ to bring the Federal government i.nto these pro- 
r grams was exercised. The Federal government came 
in November 1965. What has been created in the 
last 10 years is a variety of programs. subject to a 
"tot of changes over these 10 years as they have 
been *i amended and gone through various par- 
. oxysms of expansion and contraction,* like only 
. Federal programs can be .manipulated and man- 
aged. , ; , ' 

So that now you have various 'statewide pro- 
• 'grams Mn about .25 or 26 states. You have the 
United Student Aid Fund programs offering. guar- 
antees in a number of states as administrator, in ^ 
^ others as insurerv and I guess in various institutions 
' as well, both financial ajd educational. And you 
.have the Federal program in the rest of the states, 
''^coveringeven some mternational institutions where 
United States students attend. 

What^they have in common is that they are 
insuring or guaranteeing that repayment will be 
made if the student^to whom the accommodation 
' has been made doesn't pay. Loans are made today 
\ by about 20,000 institutiojis. These include banks, 
savings and loans, mutual savings banks, colleges, 
: universities, postsecondary trade, technical, home* ' 
' study and vocational schools. In addition, 6,000 or . 
8,000* education institutions are eligible for their 

• sTtudents to obtain loans. Now whether alt of these 

• are stilJ in the program today or not I can't tell you 
but over the years tMfese are the numbers that have^ 

'j^become eligible by virtue of the law. 



Something in the vicinity of 96 billion of these 
guaranteed loans have been made since 1965 under 
the Federal and state programs.' I suspect that 
another billion or so was made before that by the 
state and USAF program^. So what you are looking 
at today is probably the largest single source of 
nonparental funding in support of postsecondary 
ed^ication, the guaranteed student toan program. 

I would like to distinguish this from the Na- 
tional Direct Student Loan program. NDSL is a 
school administered program. I am sure you are all 
familiar^-^ith it. The school gets a capital contribu- 
tion th^'ough a^rocess of making a request for 
funds, having it analyzed by the regional HEW 
office and then by virtue of the dollar amount «that 
is appropriated by the congress, getting their 
appropriate share. There have been a lot of. 
attenipts to phase out the NDSL'program. There is 
an attempt to do that right now in some prpgosed 
legislation. The alternatives are interesting but they 
are so broad that if anyone has any questions we 
will get to them a little later. 

'But the guaranteed student lodn program is the 
program 5y which the*dollars are put in the hands 
of the student, ilot in the hands ^f the school. 
NDSL is probably a $2-1/2 tp $3 billion totality 
program. The guaranteed* student loan program is 
perhaps a $10 billion program. I won't bother with 
the variety of other programs, the grants and the 
like, because, that is outside of my field of 
knowledge. But I understand that you had a review 
or will have a review or^have been looking"' into 
those at other times. 

Now since this program was created in,1965the 
national economy has* gone through a^.nurnber of 
upheavals and changes. What had be^ea a relatively 
stable bond and, .debt market, in the'early 1960's, 
where interest rates were stable, where there was a 
predictability/ as to interest rates, where things 
seemed to fall into patterns and were .reasonably 
explainable, that has all gone by' the boards. 
Political economics being what it is and the 
international economics and 'finance being .what 
they are, we are seeing changes in interest rates in 1 
week that used by surprising -if they .occurred in a 
year if not a.decade. Just last week we saw interest 
rates change by almost half a percent in a number 
of areas in 2 days.'Those are very dynamic shiftS. 
They have an impact* on the banking institutions. 
Any of you who have ever borrowe'd, and I ani sure 
that includes niosj of us, know that what- is a 5 
percent rate to borrow one day could be 7 pergent 



a week or two later. -ThU makes planning very 
difficult. Tfiis makes financial aid a very risky kfnd 

• o,f thing to predict. ♦ ' 

In 1966, 1969/1970, 1972, and 1974 we had 
what they call "crunches" of varying degrees of 
magnitude. These crunches are such that the 

. financial institutions'^re put into a bind. The c6$t 
of funds that thev/nad tracked to their portfolios 

' gctes up and in turn they have to offer higher cost 
funds to people who borrow from them. That is 
only natural because they want to make some 

jiKJhey on what they are doing, not lose. some. 

In addition^ Federal Reserve policy, for what- 
ever^^easons it rhtg^ht be, frequently draws fifnds « 
out of the banking system so- that there is less, 
money available. People just aifew weeks ago were 

taking money out of ' the banks to invest in high 
yield Government bonds. That reduces thS amount, 
of money that the banking system has. 

So. for a variety of reasons, both political, 
financial and ^onomic, monetary and fiscal pol 
icy, disintermediation as we have gotten to koow 
it, the banks,have just not.had a constant sou/ce of 
funds to meet all of the demands that are made on 
them. As a result^ who suffers? The, first person 

^ that suffers is you or I if we want to go to the bank ^ 
and get a consumer loan at a time when funds are 
scarce, The second group. of people who hurt are 
•what we^caU marginal borrowers in just;aboutv 
^very category: your smaller corporation, your 
smaller municipality who likes to borrow from 
banks. Basically, it is your have-nots who suffer 
first when somethings like this happens. 

The have-nots who seems to have suffered the 
most when disintermediation and other forms of 
distress^ hit the banking system. are your student ^ 
borrowers. This is not the most popular i income 
producing portfolio vehicle for man,y financial 
institutions. TJiey have other uses of the fuxids that 
are (hore .productive and earn more money for 
them. In defense of the banking system, they have 
made an amazing contribution by putting up $10, 
billion in support of studeht loans, I think that 
most of our bankers, around ^the country^ are good 
'.neighbors. I believe that they have do-good parts,,, 
as I characterize them, in which they make 
minority enterprise business loans, »small business, 
administration loans.* They m^ke student financial 
aid loans. They make^ loans to neighborhood 
redevelopment projects arid the like. They know 
that theyv,are going to be ^aminerfbV .their public 
constituencies, I think by and large^ a lot of ^ 
business has gotten done where there have been 



alternative investments for these institutions that 
would have been much more profitable for them. 

I have met a number of institutions thatjike this , 
kind of bDsiness and encourage it because it means 
that ultimately they will have a local student 
growing into a hofneowner and a businessman in 
their community. They can establish a banking 
relationship. They feel that this is a good way to 
start doigg business with an individual. Other 
institutions just feel that there i^ a compulsion on 
the part of . being a good neighbor .and a compul- 
sion oh the^.part of the review from banking 
examiners, the Congress and people such as your- 
self, who look to them to provide these social 
amenities and services in financing,' If they don't 
they are going to be subject to very strong ' 
criticism: 

So as I say, in fairness to the banks, for whateyer 
reasons have motivated them, they have gone out 
and they have put out $10 billion in these 
programs. That is an awful lot of money, particu- 
larly gpnsidering the lo^ yiejd, the amount fif red 
tape that is implicit in this program, the frequent 
difficulties they have in a variety of ways with the 
administration of the program, and the fact .that- 
they have been inhibited in expanding their pro- 
grams because, of this tightness of money and these 
financial crunches othat they have been forced to 
suffer. ' , ' * 

Back in the iate 1960's and early l570's after 
the first couple of crunches had Wt, somebody gpt 

. up, and said, look, you put a kid into school^'^you 
give him a loan,, you' have .got to see him through. 
The banking system suddenly says we can't make 

Joans any more because we are in one of these 
crunches. How can we assure that there is going to 
be a constant source of funds in support of those 
students, the ones^we put ifi schooi, the ones we 
have given the encouragement to get an education, 
and the ones who are' coming up that Vve v\^uld 
like to^sgfr§et^an education. Give us sonje kind of a 
vehiicle, give us some kind of an institution that 
win make certain tbat there will be a constant flow 
of funds, evening out the flows of funds so that 
dollats will always be there. 

-Xbat Was the basis for the Congress reviewing 
the alternatives by which Satlie Mae was created. It 
was decided that they needecj^an entity th^t didn't 

.xJepend on tax revenues or direct Government 

' borrowing. J think the drift of Government is to 
y get away from setting up large Government corpo- 

' rations that use tax revenues in support of Social 
programs You can look atFHA, lyou can look at 



V this program, you couki look at a variety of others 
^, where the Government feels it. would prefer to 
insure the repayment of the obligation rather than 
put up alJ of the money for the obligation itself. It, 
' is much easier to pay a 1 percent a year insurance 
or to take a risk for 1 percent or to.fiay a couple 
.percent ipsa ranee or interest subsidy to a lender if 
you can get a lender to put up the 100 cents on the 
dollar. 

I think the former Secretary of the Treasu'ry, 
Joe Barr; used tp call that "more bang for the 
buek". If you g^t the consortium offenders hereJn 
Washington to lend the dollar and the Government 
puts up 2 or 3 cents of interest subsidy and agrees 
to meet the defaults and deficiencies, they are 
-getting a lot more to make those loans than if they 
had to make the loans themselves. I think if the 
Govern m^t' was required to meet all of the social 
obligations that they^ are. requested to fund, there 
would be insufficient tax revenues. So they are 
forced into prioritizing and discriminating between 
programs. 

It appears that about 10 years ago the Govern- 
ment got into the business of trying to put the 
bui'den of , putting, up the dollars on the private 
sector, either insured or guaranteed by the Go\?ern- 
ment,- getting pore dollars working with the 
guarantee of the Government but not having to put 
jjp the tax revenues each year. 

Sallie Mae is the third corporation that is 
privately owned that is funded from outside of, the 
Government but yet is Government chartered and 
has some positive attributes by virtue of that 
charter. 

The first corporation so chartered was COM- 
SAT, tbe Communications Satellite Corporation, 
this is today a $500 million corporation. It has 
been trying ta articulate and exercise apoticy in 

"communications satellites th\at has been keeping 
the giant communications companies from cpm- 
peting with each other in a way that might have 
dominated the business; take IT&T, AT&T, West-- 

,.ern Electric, Western Union alike. It hSs done a 
good. job trying to provide a sen/ice al^low cost in 
the area of internationalcommjjnications , exper- 
tise, working with the Gov^Vq gient in putting these 
big satellites up Tn the air. ^ 

The second corporation is Fannie Mae. Fannie 
Mae just reached $30 billion in size, providing 
housing crejdits by virtue of buying loans made by 

• institutions ail over the country. I think the FHA 

^program's success owes itself to Fannie Mae own- 
ing roughly half of the loans that are currently in 



existance. This FHA program has so broadened the 
• dollars available for housing in this country as to 
make housing available to millions of people who 
otherwise couldn't have gotten it.*. 

So the concept was to set up Saflie Mae, a 
private corporatior^ attracting its funds from the 
private sector-we sold our stock to banks, colleges 
and savings institutions-raising its money through 
the sale of its debt -this is where the Government 
comes in. The Goverjiment guarantees our debt, at 
least in 'the first few years of our operation~and 
telling us to take this mpne^and go out anc| make 
it available to bawks, schools, savings institutions^ in 
the Cheapest way we can, consistent with making a 
mgdest profit in ogr own name. To go ahead and 
make .these funds available in a variety of ways to 
those institutions who make student loans. 

TOow, the way we can do this is in two or three 
different ways. First; we can lend money drf-ectly 
to banks, schools and savings mstitutions and 
others who are 'lenders. Because our source of 
funds^ by. yirtue'of the Government guarantee, is 
the lowest cost of funds in the country, we have 
been able to offer loans to banks— Bank 9f America 
for one and the First National Bank of Salinas, 
/Kansas, for another, just to give you an idea of the 
^ectrum of institutions we deal with, and perhaps 

* a couple of hundred in between who have availed 
themselves of our sen/ices. We lend money and the 
collateral for that Moaa is'the student loans that 
those institutions have. The requirehient is that 
rfioney they borrow from us must be reinvested 
within a reasonable period 6f *tirne in additional 
student loans. 

We have been able to^ put our approximately 
$250 million worth of those loans to corporations 
and banks and schools all over the United States in 
our first -^18 months of operation, kshould have 
mentipned that we have only beenjmTbusiness fpr a 
little less than i years. " x 

We have been going all over the country, 

• meeting with tenders anci letting them know that 
we have the , dollars^. The only thing that has 
inhibited our growth has been the reluctance of 
certain institutions to want to work with a. 
Government entity and also the last 6 or. 7 months,^ 
the fact that there has been a lot of money in thes 

.banking system so there have been few takers 
among the. bankers for the funds that we have 
available. But we expeqt that if mortey gets 
expensive again these peoplfe. wljl knov7 that^vve 
exist and they will come to borrow from us. ^ 
As I say, we have $250 million of. Iqaas 



outstanding to barjks and educatidnal institutions, 
which dollars mustjbe reinyested iajstudent loans. 
The reasonable period depends on the term of the 
loan involved from us and our expectation of their 
loan by what we think is an appropriate period for 
them to get this^^rnoney back in. 

The second way in which we can deal with 
lenders is to buy the loajj^^hat they have made. 
Now this program is a very difTi^lt one for us. We 
have been in it for pnly about 9 )nonths now. We 
have approximately $70, million wprth of loans 
that we have purchased. Most of them have been 
purchased in the last 6r months. are prospec- 
tively the largest owner of student lo^ans in the 
country. We have to make certain that they are 
properly originated; that due diligence has been 
observed in the maintenance of the loan; that 
appropriate servicing requirements and standards 
have been established; that the student's Mghts are 
being understood and protected; that communica- 
tion is made between the student and the lender 
and the* educational institution so that they under- 
stand the contractual obligations. That is not just 
the student, it is all three. Frequently we have 
found that there are some difficulties with any one 
of those three; the lender, the^eclucational institu- 
tion, or the borrower. 

We are trying to put together standards, jserv- . 
icing procedures, origination procedures, so that 
we can have a positive impact on the way this 
program is administered., If anybody wants to do 
"business with us in the py|chase program where we 
go out and buy loans, we want to be certain that in 
terrjis of the responsibiHtie? that each ope of those 
people; the educational institution, 'the financer, 
and the student, that his rights, responsibilities and 
need to know have been satisfied. We have worked 
with the departments of the various state agencies. 
We have worked with USAF. We have worked with 
HEW. We have worked with^the big lenders-to 
articulate a set of standards that some pf the 
methods by which business is done today could be 
tightened up to the improvement of the program 
and for the advantage of all parties concerned. 

For example, a student who is a freshman who 
makes ^ajoan may not hear from the Jender for 5 
years, ^and then suddenly when that student can't 
be found it-ie a default. We live in a very mobife 
society, That student may jnot be at fault there. It 
could t)e tha^ there js insufficient income on this 
note for the lending institution to go and try and 
find the student. Yet here we have a default. 

We think that there should be timely communi- 

\ .'- ■ 



cation between all of the parties involved. We think 
that there should be prudent businesslike standards 
on how loans are serviced. We ^^ink there can be 
economies of scale in servicing^A/e have a small 
number of services and'we helR^Dut together those 
standards^and put the volume in those institutions 
so that wt can take advantage of these economies 
and pass that* savings on down to the educational 
institution, to the student and to the person who 
sells us th$ loan. 

Now, we have been working very diligently for 
the; last' 2 years to try to put together the 
foundation here, the means by which we can 
handle millions of pieces of paper, because basi- 
^cally that is- what we are dealing with. We^are 
' u dealing with perhaps thewwst conceived corisumer 
-note that has ever been created. We are asked to 
buy thousands of pieces of pa^er, to know where 
those pieces of p^per are, to kqpw there those 
students are, to know what the arnttunt owing is. 
We ace asked to bay these pieces of- paper not 
knowing what the rate of return is, not knowing 
when they are going to be paying -back the loan, 
not knowing if it is going to be paid back, not 
knowing who is responsible for the different flows 
. of funds? We Kave notes where the student is 
responsible for a ^ece of it, the lender is respon- 
sible for' a piece of it, the guarantee agency is 
responsible ifor a_piece of it, the Federal Govern- 
fnent can be responsible for interests subsides. All 
of these^things mean that we haven't any idea of 
wfiere^the money ' is coming from^ when it is 
coming and hdw much is coming to us. Yet we are 
asked *to -out^apd buy hundreds of millions of 
dollars of these pfeces of paper which you fhe 
bankers have been suffering with for many, many 
years. Our only business is student loans. W.e have 
to be very, very careful how we do this. 

We have' managed to make a very modest profit 
in our first coupje of "years of business. We are up 
to over $320 million in total footing$ right|J||A/. 
We think the most important role we have, outside 
of provrdtng the funds, is providing some standard 
by which the loan programs can by administered. 
If we, outside of the political processes, independ- 
ent, privately funded institution, outside of the 
competition between the Federal government and 
the states, outside of the competi^tion between the. 
legislative and executive branches, can articulate 
standards of excellence and can try to put the 
businesslike procedures on this program, we think 
that the program will hot only be improved by this 
but people willing to put their dollarsrup, including 
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ourselves, will feel much more comfortable about 
it and will continue to support the program; 

We think that we can probably f>ut abOut $250 , 
million in the program in the coming year. That is 
roughly oo¥ goal. If the demand is there for more 
volume we can do that. We have an open ended 
charter fronn the Congress in terms of dollars^ So if ^ 
all $10 billion of those loans were thrown to.us we' 
cpuld buy them.- 

Lam very fearful of buying loans wj iere there is 
not adequate review, of how the (ban waFCreated, 
if there is a student behind the loan-fraud' is a big 
problem Here. We 'want to be certain thaf those 
various defjenses that a student or amending 
institution can raise agginst repayment have been 
explored by ourselves. We want to make certain 
that thQre*is a student at the other end of the note, 
that he.^ot the education that he is supposed to be - 
paying for, that he was apprised pf his rights. These 
are things where a student can defend* againit 
repayrtnent of the loan and Suddenly, what appears - 
t<9^;be a guaranteed or insured loan with a Federal 
Government guarantee, turns out not to be so., 

We wafnt to work with. the Congress, HEW ancj.^ 
the states as we* e;<pand into those various pro- 
grams that are somewhat different than the Federal 
progranrV. Not every program is the same. Some 
prog^rams are guaranteed 100 percent by the 
Federal government, some re-insured for 80 per- 
cent.»Some are guaranteed for interest payment's, 
some are not. 'Some are coinsured by the states, 
^ome there is no re-insurance at all. I beleive in the 
State of Ohio some portion of the loan is not 
guapanteecTby anybody/, • > ^ 

There have^been changes in the interest rate on 
these loans 3 or 4 times in the last 7 or 8 years. 
There have been ^changes' in standards'of minimun/ 
income that f student's family can have in order to 
qualify for a loan. There have been Lord knows 
how nnany changes. What that has done is created 
200 or 300 different ^ypp of loans outstanding. 
E^ach time they make a change in the law they are 
changing all of the characteristics of the note. Yet ' ' 
we are asked to go out and buy this stuff. 
^ We think we ca^. We think we have got a small 
group of people with financial and Educational 
backgrounds. I dpn't believe in large bureaucracies. 
We have 55 people on our staff right now after 2 
years of operation. It is a group of people who are^ 
socially aware and financially adept. We think we 
can make this corporation go, so that when^the 
umbilical is cut with the Federal government in 
about 5 years and we no longer have the Federal 



backing buj are a solely ^Drivate corporation,, we 
think we can have a sound balance sheet. We think 
we will have properly administered. our, program^. 
We think we will,have improved the whole progn 
by virtue of our.willingness to putup capital. 

In recapitulation, thece was a ^need for sonme- 
body to put u^ dollars on an even flow basis $o" 
that students wouJd have access to dollars in 
support of their education through^e whole 
^ucatiQT54i^rocess. We are that Vehicle. The 
banking syste?h^the educational institutions, have 
been supportive but they don't always have the 
dollars and as a resuJt they turn to us. We have 
been putting the system and the controls and the 
oper^iorral program functions that are necessary 
to run a prudent business. 

I think we understand both the social and the* 
financial implications of^what we are doing. It has 
been gratifying to us that such diverse institutions, 
as the Carpegie Commission, the Brooking Institu- 
tion, and the American Bankers Association have 
commended our efforts* to this point. Ht is inter- 
esting to note that a number of the., legislative 
proposals that 'are before the Congress right now 
.would expand our authorities»and responsibilities 
into the ^NDSL program as well. I don'll know 
whether" we .are ever* going to get that'orvnot. I 
don't know whether I wfeint that. It is one thXng to 
be given the opportunity to provide s8n/ice bu\we 
are here to preserve our capital^ position. .As a 
creditgenerating^institution we would have to treat 
our constituencies different thanja capital contri- 
buting Federal government. 

But it is, comforting that^people think we- are 
moving in the rtght direction. It is a very complex 
business. Nobody ever said it was simple but it is 
far more complex ithan' J ever envisioned it would 
be. I commiserate with all of you'j^t are in the 
student lo3n business. It is very, |^ tough but 
very necessary, not only for the^^^ent but, for 
sun/iN^I of some of our institutiorts. I would be 
delighted^to answer any qyestionsyou may have. 

MR. -STEERS: To start off, since you are bent in 
the direction of being prudent and^since apparently 
the student loan program co/isidered'at large has 
heen accused of not being sufficiently prudent, the 
loans that you take over by purchase or otherwise, 
presumably will^be kind of the cream, that is, in 
terms of repayability: i am' just wondering what 
your comm^eht w6u^d be if^you absorbed all o^he 
good loans, what do you envision will happeixwitfi^ 
regard to all of the bad loans? • ' 



MR.^ FOX: When you say good, are you referring 
• to those— I 
MR. STEERS: That arelgomg to be paid b^ck. 
MR. FOX: That won't ^o into default. 
MR. STEERS: That is cjorrect. 

- MR. FOX: We have n^ difficulty *in buying loahs 
that a(;e going to go into default after we have done 
some' analysis of why. 1^ will give you an example. 1 

• know some loans thatj were created by banking 

«. institutions to lower income and minority students 
in what could basically be called an uplift kind of a 
program. These were vocatiorial schools. They were 
UQder the aegis of state agencies like'the state-run 2 , 
year trade, technical and vocatit)nal schools. The 
likelihood that' y^u are going to get 100 percent 
repayment is somewhal remote but offering the 
opportunity to tjnose students is very essential. 

Novy we would ^ook one way and approve of 
loans where there is a high potential fpr default 
that were created under that kind of a set of 
conditions. But we look another way if we found 
cin institution that had a hook out and'pulled*a 
bunch of people* off the §treet and soaked them 

'and the high default is because they didn«'t get an 
education. I think the Federal Trade Commission 
at some of the hearings recently has distinguished 
between these two different types of programs. . 

We look at the insurability of the piece of paper. 
If we think that the Federal government injooking^ 
at the paper will feet that it is an insurable loan,, 
that if the ciefa4jt if put to the Govecrwnent they 
are going to paV it-we feel that is the criteria for. 
deciding whether it is a viable loan for u^ to buy. I 
think they look at it quite that too; as I just 
mentioned. • .... 

We have seen some shoddy practices and we 
won't buy those leans. We have seen some institu- 
tions with potentially high default rates where we 
will buy the loans. *We*try to distinguish between' 
those Idans that are going to be^'kicked back by 
HEW pnd those that won'txWe caiS't^ as you = 
obviously know^ flo out and risk our v^ry modest 

' capital. We have been in business only 2 years and ' 
yet we are probably leveraged at abolit 13 or 14 to 
t We have $25 million of capital and $320 million 
in , borrowings. It Jgkes a very modest IdSs of 
incf'gmental dollars there to wipe out our capital. 
That is .where the prudence comel in. tt is survival, 

-both politijcally and financially "^hat makes us 
solnewhat prudent. ^ \ ^ . 

We think we can do. as good a job in making 
those kinds of distinction as anylx)dy. The loans 
we have bought have been pretty reasonably 



skewered from the portfolios of the institutions we 
have been IcJoking at. We haven't and we won/t buy 
any of those loans except where we have seen a 
bapk portfolio. '* We ]are looking for stratified 
portfolios. We buy that kind of portfolio, We don't 

- want to buy -just dne segment. We are looking to 
buy an even stratifjcgtion of therr whole portfolio. . . 

MR. STEERS: One final other question. I noticed 

^that you raise your money, I think you said, from 
lenders— the $25 rhillion, your capital—was it from 

* educational institutions. Has any part of the equity 
capital been supplied -by the GoyerRment? 
MR. FOX: No. We are permitted .to borrow up to 
$S million dollars from the Fed^^^ovemment for 
seed .nnpney. How Vdid it I djpn't know l^t I got 
$500,000 from a consortiimi of banks in the * 

''district to start our corporation with. You might 
be: amused by the fac^ that 'our first statement 3 j 

. months of op,erations and $200 million of debt. I 
don't know how we puilied. that oif but today, with 

' $25 million in capital and $320 million in debt we 
fell so secure compared to that first time^ 
MR. MIRANDON: YDu never touqtied the seed 

. money? ' > . ^ ^ ' ^ ^ 

MR. FOX: I will tell you the truth, my Board-let 
me tell you something about this bo%rd bV the 
'way. The Board is-bipartisan, young and old, black 
and white, male and female. Ht is a great board. - 
^Jfiere-are seven financial people, seven educational 
ancl seven puWiG-4flterest. They come to work. We 

- have* got the presence of some of thQ biggest banks 
Tn*the country who have beeq involved in student 

^financial aid for years. ,We have^got student 
fmancial aid officers from universities, deans. You 
have got a Veally good group of peopl^Mtiere. This ' 
bojrd has really been platting in the hours over the - 
year or so. ' ^ - . * ^ ' 

Ooe Barr, again to use the former Secretary's 
name, said if I could avoid usmg Government seed 
money I would Svoid an awful lot of red tape Pater 
*''on. Of course I begged this from i^nstitution^ that 
don't want to do business with me now.|He was 
right. We have done it. strictly with privatf^funds. 
^^ut the law says that^we have to sell our stock to 
tKose people who are lenders under the guaranteed 
student loan progr^. We hSve about 700 stock- 
, hoWers, two thirds banking institutions and one 
thitd education. Our Bdard includes people from ^ 
higher education, trade and technical, vocational. 
Some of you in financial aid -may know Allen 
Purdy who is one of the very active people in this 
area. Ip financing we have the president of the 
First National i^ty Bank of Ne\)v i^ork which .is 
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probably the most dyndmic l^ankmcj institution in , 
the country. We Ivdvu the Jedn of iU^ business 
. school of the University of Texds. 

As you^go around the country. ^tliescaru^people 
wllo .!idve ueen activists in student, fihancial aid in 
^,one:vvay or ^another over the years. I wrote a paper 
a few years dyo and iouncr in my lesudrch that 
most of my ordinal Board '^ul f;eer; lotjl)yists foi. 
various institutions in sup[jort of the creation ot a 
secondary mdrket. That answeiLv' vA/her<j many of 
'them had >come from m the onyindl jf)[^ointment 
f)rocoss. <^ 

Our Boar.!. IS now ok»cte;', two thirds'elected. 
Spyen dro .elected by,i;ankinu siidrol>ok!ers cn^J 
seven t)y educdtional shar^elioluers. We l^ad^oor fjhi 
election in April of this yecir',Seven were apnointt^d 
by PresK^ent Ford Onyir^.ally the full Boarrbwas 
d| pointvd ])y PrusK*Hnt Nixon ir) Oec»'mber 1972. 
^V/i bcHjdn IP (^:g suinnicr ;f 1973 as an >^ntitv 
gR.'CDGDELL. Hokv <»o yuu picoiicibj [^'uiosofMi 
.ica'lly yo#r ultruistiL stdt^.'md^ts ^^oii-i /our con 
cern for social matters anti renidinmij sol\/ent^ 
MR. FOX^ I think, tiidt only i)V, romdinintj solvent ' 
■"''fdfV we 'have any impact in tlie^ny run on the 
f}royrdm Let us say we have 21 various Board 
members and t!iey al! ugree that only t;o expansion 
of se'rvices to th.e educationak and financial com 
mXinities • 

Politically we have <jot to show that carry 
^ ' our own weK>ht. Otherwis.'::, we can't make it. 
Financj^lJ^r w6 'look to, outside caoital to support 
ourselves Only with a balance sheethtiat is strong 
and prudent fnanagement' can we continue ^ to • 
atlS^act the funds we need for our business. We 
' think tliat unce we impose the disciplines of the 
nrii^rketijlace on our own [jusiness and impose some 
discipline on t^ie administrative and financial func 
tions of the loan proijrams, can we make it an 
attractive vehicle for peopfe^other than ourselves to 
continue to put money into it 

We think we can expand and sustain this 
prograrn by bringing some, credibility t^ it The 
credibility means ou^own credii'ility which means 
hot losing'our tarl Lf we start losinij a lot of money 
we lose our credibilfty^and we can't raise furxis in 
the marketplace. We are 'dependent, as a private 
corporation, on b^ing able to raise money at low 
cost whicfi vye (^r) m turn I'ut into financiJTand 
educational institutions in support of this program. 
1 am not suggesting we ga out and try to make 
maximujTi-profits. I don't believe that is anybody's 
intent in this corporation. We pay no dividends, for 
' example, or anything like that. What we are trying 



to do IS to pay, our own way, have a reasonable 
return ®n 'equity to those pgO[>Ie*who bouyhfour 
$^ock, and-to be a backbone,.^ successful financial 
[backbone to. the pVogram. Only by bringing thbse 
discipl«ines and a^modost profitalVihty do I thiol, we 

; can do that. ^ ; • • ' ' 

t We all'tiave the same^ocial and altruistic feelings 
to^rd the program *W3 dll beheve this. I havo a 
\?^H|nii.<ue kin|lT)f person wo'rking for me. These 
affryojung f^eopfe, mostly with graduate degrees, 
who would ^rather be selling ihis prodj,ict than 
selling something els'?. There^are two returns' for 

'-tfbem. Yes, they are looking for a profit'making 
Ccirporatiori; but the product is^a social product. v 
Tl\ey^ like that. It is a very unique kind of [)erson ' 
tliAt you draw into a situation of this type. Ouf 
salaries aren't as big as industry but^we have to 
compete for the bright people coming out of 
'jraduate school with financial backeirbunds. I think 
the social motivation is in every one of r*iem. Some • 
of 'them corfie out of' educational institutions, 
Dtliers. out of graduate school But tliey are 

""motivated toward the social implications of this 
t ling I think tliat is what '"las attracted them to 

\ our corijoration. That i.s what attracted me. 
\AS. MC AULEY: I like your description of the ^' 
statl_as being socially aware and financially adept'. 
'What k^nd of advice would yqu give to those of us t 
who are managing the NDSL pKbgran\>? . ^ « 

MR. FOX: I don't know that much about that 

. program, 

MS.^ MC AULEY: You know that has ^ high . 
default rate and that you don't want to buy that 
paper. 

MR. ^ FOX: I have heard people say that the 
default rate ranges from Jess than the consumer 

« loans foreclosed at your major banks 'fo 100^ 
f)ercent^ depending on the institution. I have heard 
It said that some institutions don't like to collect 
this money l^ecause they like to think of it as a 
postpioned girant. Others -are very diligent. Others 

, don't have the canacity or the staffs to do the 
collection. I hSve never done ctny personal studies* 
that would tell me what^tlie truth is about this/' 
program. I have hea,rd numbers from' 3 percent to 
30 percent in the guaranteed student loan program 
^s the potential default rate. I have yet tQ find 

' anybody -who had sufficient data to prove either 
9x,treme. I would be ill advised to make a guess at 
^ what thtfdefault is withii^ NDSL. ^ ' 

What I see iS a ^veiling up of interest in somehow 
or> other making NDSL and GSLP loan programs 
with one set of criteria .with the same mtferest f ate, 
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the same subsidy and everything else. and removing 
the two parallel bureaucrages that support these 
things. I see the Governcnent wishing to get out of. 
funding the NDSL program. I guess with the 
O'Hara bill he went so far as to suggest that too. I 

* guessj can't really rnake any more comments than 
that except to say that the whole student aid 
budget as part of the higher education budget here 
at HEW has been growing so rapidly at a time when 
the total higher education budget has been some- 
what stable that the percentagp of dollars going in 
support 0f. student aid has been eating up other 
programs. Everybody^ with a vested interest in . 
another program would like to get the Government 
out of student financial aid one way or anqther. I 
think that is the, argument to wipe out the capital 
^contribution a'nd to change these programs around. 

MR. MIRANQON: Ed, two mundane questions/ 
one related to the othef, I believe. Have you ever 
had any- repercussions from the student when he 
suddenly' wjokie up to find his paper was in your 
hands? Will you dctept a consolidation of loans? I no 
other worc^s^jjiP^t students have more than one 
loan. Ik ' ^ 

MR. FOX: We have only been owning hoans for 
about 6 months. Most of the loans we have bought 
^ if not all* have been in school or grace period 
because it is much easier and less costly to transfer 
to ouV servicers. We have not attempted to buy 
loans where the student is paying*t back but that 
is something we have to. start changing around. ^We 
will eventually but Tor the moment are just^ 
walking before we start running. I don't believe the 
students are really aware 'or have made any 
comment about it.^ They are not going to come 
directly to use. They.are going to be going to banks ^ 
and service institutipns around the country. » 
T€b other, point was one that is very close to my 

• heart. I have always thought that the computer 
here at HEW could spit^out for me a Ijjting. If I 
were to throw in the social security numbers of all 
of the srddents whose Joans we owned, that they 
couFd thpow back at me dll the other loans that' 
student has. THey 'do list them J^y social security 

^ number. If they couifE throw back .to me that that 
student whdse note we own has notes here, herei 

, and here, I could go out ^nd buy that pafD^errM 
could buy it at a very attractive*- price. I have 
already beer) committed to the servicing of that 
paper with the segmentii^that, 1, own. I could , 
consolidate and I cowld cure one of the brggfi^t 
problems we. ^ace. today. That is the multiple 
repayments these students have^ under not only 



these programs. Thans something that if they get 
.the computer working we dearly would like to be 
able to of/er as a service to the student. 
MR. ST^NEHJEM: We have been buying loans for 
3 years'. I th^ink I worke(;i with Mr.*Simmons dn this 
program. We do not buy those that are in 
repayment because of the administrative difficulty. - 
But w#*do consolidate loans from various banks* 
within the state. To date we have had no repercus- 
sions from' the students. W6 notify them that we 
have bought the loans, not because the bank that * 
sold it to us didn't like them or are, afraid of them 
*but to make more money available to other 
students. We have had, no problerri with that at all. 
ISlow, I ^often wondered about one of your 
• programs. On your warehousing you insist that 
they put the money back into the program. On^the 
buying you don't. Shouldn't that be the otber w^ 
around? - ^ * ^ ^ . ^ 

MR. FOX: Logically you would say so but that is 
" what the law is. . 
MR. STENEHJEM: I see what you mean because I 
have often wondered why when you buy they 
don't have to put it bacl<.in but— , 
MR. F^OX: That i^ right. When somebody borrows 
money from me he has to reinvest in additional 
loans and he pays back the loan. If he pays back 
the loan to me he now has two student loans and 
. he really hasn't .gotten Jthe kind of help he was 
looking for. Whereas, when someone sells a loan^o 
me he has no loans and be has no responsibility by 
law to make another one. ^ 
MR.^ STENEHJEM: You dontract servicing in all 
cases? 

MR. FOX: Yes sir. " 

^MR. ^TENEHJEM: Have you reached a point on 
your buying^where you have students in repayment 
or default? ' . « . 

> MR. FOX: Y£S." • . , 
MR. STBNEHJEM: You have only been buying 
this 1^ year. * ' 

MR. FOX: That is right. - ^ . 

MR. STENEHJEM: You Jiave not had to wait for 
HEW to pay the default then like some of the rest 
of us for a year or more*. 

MR. FOX: I was at the American Bankers Associa- 
tion conference last year. The California bankers 
brought to my attention^the fact that HEW was a 
year behind in^curing some defaults out there. I 
.came here to HEW and I got assurance^ that they 
were contracting "to the outside to get outside labor 
- and that by June of 1974 the State of California 
would be caught up. So I said that I had good news 
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^Jor those bankers outlhere in California and I told 
^ *them that. It*, is now a year* later and they still* 

* haven't been paid, - ^ * , 

/MR. STENEHJEM: The ideal was to .go <o the 
' regions and then the regions would service the 
claims instead of having them in boxes b^re in 
Washington, Now they are in boxes in the regions. 
MR. FOX: I don't want to get into the position of 
castigating and criticising my host here today. We, 

/one day, will b^the largest lender m the program. I 
think we all recognize that this growth of the 
program and the limited number of personnel and 
budget that the .agency has had and some other 
operational problems that have-beeh created over 
the years "have made it a* bit difficult to keep 
people .interested in the program. 

'I think the fire is behind us and the smoke is in ^ 
front of us. I think that the disclosures and the 
brow beating and breast beating at HEW is still in 
front of us. We have hearings and potential 
legislation, I understand they have hired 150 
people for the regions. Is that thp right number. 
Bill? 

MR. SIMMONS: It is 2201 think, 
MR. FOX: They have hired the people for the 
regions. Now they have got to train them and put 
- them in the regions. That took a couple of year's 
doing to get that appropriation, I know Cha^lie 
Cooke and Ken Kohl and *l wouLd like to'belieye 
"and J. do believe that they understand the prob- 
lems. They are working with a gigantic bureauc- 
racy, I am told that there i^-iw^il room in the 
basement of one of these buildings that frequently 

/ takes 11 days for interoffice mail. I read in a 
magazine a few \^^e€ks ago that some bankers have 
taken to sending letters to the homes of some of 
the 'bureaucrats here as "thet only way of getting 
mail on the proper desk. This kind of thing is 
appalling but it is true^ You are dealing with 
150,000 people here. That i's as big as^Little RoQk, 
Arkansas. ^ ' \ - 

DR. O'HARA: I thought your response to Bill a 
moment ago created some proWems for me in an 
area that I can't visualize. When you are talking 
about buying paper I would assume that you^are 
talking about buying on an organizational level 
rajher than from individuals and when^^u talk 
about consolidating loans that throws me off*.- 1 
can't visuali2e that through, . • 

<^MR. FOX: Let me walk through a transaction. The 
only people who are allowed to make loans under 
this program are thos^ that are empowered by 
KEW. They are institutions,- They are primarj^^ 



lending institutiohs and institutions of higher 
education^Once that institution gets ah authority 
to grant a loan and make a loan, the student has to 
gp through a process— and I guess fCen Kohl must 
nave talked about this this morning-^to create that 
-loan. 

We are only empowered to deal with those 
institutions and only+iave power to deal vyith those 
loans that qualify»«^nder e'ither state. Federal or 
USAF guarantee. So there is a very limited kind of 
paper that we can deal with,»T,hey have to be 
guaranteed loans that have been created by those 
institutions that are empowered tC create that 
loan, ' ^ - 

The student,, in the course of his edtjcation, may 
borrow from the school, may borrow fr6m the 
local bank. He may goto school out of town and 
' become a resident of another state and borrow 
■frohfthat bank. In the course of his ecjucation and 
perhaps for graduate school he goes someplace else, 
he may actually become a borrower at Wo, three 
or even four or five ir^stitutions, maybe a couple of 
schools^and a coi/]ble of banks, his h6jne bank and 
others. 

When the time comes to start paying back the 
loans he has to make a minimum repayme^nt of $30 
a month. Tjie suggestion is that if we could find 
out who all of those tender;s are that that student 
has done business with, we could buy all of those 

, nptes and consoj^ate them Into one lump-sum 
debt If need be, if his* requirements were such, he 
would. -ofrty have to pay back the single^ $30 a 
morrtth minimum repayment in order to satisfy his 
obligation. In so doing, 'there are certain individuals 
who will find that their capacity to^ pay is 
enhanced by such a consolidation. It is frequently 
beyond the capacity of a student just out of school 
to make those multiple repayments. 

T,hat is where- we think that we- may be able to 
perform a service. It woufd be enhanced by having 
access to this computer datia which would tell us 
where these individual loans are and we coulcl 
identify those students ourselves and try to per* 
^form this consolidation before the student gradu- 
ates. • • ' 
* DR. O'HARA: So in that sense the purchase would 
be 6n an individual basis in those instances,' 
*IVIR. FOX: An individual note basist 
DR. O'HARA: In buying the paper from the 

/ institutions. In other words, you are giving indi- 
vidual treatment— ' , , . 
MR. F.OX: We. ar6 offering to buy other loans too. 
.Generality, we ar^ going into those institutions and 
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saying we Would like to buy your loans but by the 
way, you could be helping the student out as well ^ 
as helping yourself out )f that loan were sold to us 
too. It would.be probably mopportunistic for us to 
go out and buy one Ipan, but if we K^entified that 
the Bank erf America h^s 200 or 300 of these notes . 
then financially it makes soma-s^nse to 56 that. 
DR. COGpELL: Is it correct to assume that if you 
buy two (J^ three Moans for a student and reduce 
tha payments from SI 50 to $30 ^nd probably in so 
doing extending the period of payment, would that 
increase appreciably the amount of interest that 
the student would have to pay on the aggregate 
Joan? ' . ^ ^ 

*IVIR. FOX: Absolutely. But *the reason for doing 
this is not to go to tha student and say you rViust 
make a minimum payment. The student comes to 
terms with the owner of the loan as to how Ke 
wishes to pay it back. What this w'ould doJs give 
the student the opportunity to work out a repay- 
ment schedule that gives him at least theopportu-^ 
*nity to pay back less'p^r month if that is his need.* 
I woJId never ever encourage a student to take 
more debt thanl^e needed, in the first place. I 
would n?ver encourage a student to hold that debt 
longer than he had to. But every option the 
student has to deal with his own cash payment ^ 
enhances the opportunity for that student to 
manage his financial affairs to his own self-interest. 
DR. COGDELL: Yes, but I think the fundamental , 
question in my mind woul(;l be is that a help or a 
hinderance to the student in the sense that the 
period'of loan repayment would be^elongated and 
also the amount of interest associated- with the . 
combining 'of those loans and reducing the pay- 
ments. I wonder if it is benefitcial to the student to 
engage in such an operation. 
MR. STENEHJEM: Mr. Fox, you are held to the 
same regulations in repayment that we ^re. ^\ 
MR, FOX: That is correct. ^ 
MR. STENEHJEM: In that case, there j^a lO^ear 
lim'ft, 15 years from the start of the laam Also, in 
cases of multiple loans, all loans must be taken into 
consideration when repayment schedule is set u^. 
In other words, not all banks will w^nt to"'.do|hat 
but if he had 5 k)ans ^t STOOD each., for^'easy 
figuring, each on6 of th^ banks. would be entitled 
to one fifth of th^t minim\jm payment. 'Now, it 
might noj be $30. On $5000 it would be more like . 
§60. But $6fO is much easier for a student than 
. Il50_^^ month. The^ just can't possibly do it. 
' There/^^^^utomatic defaults vVhen they ge't into 
that .t>i^af payment. ^ v ^ > 



DR. COGDELL: What I am talking about is the 
cost of borrowing money* for 3 or,more yearns My 
quesiton is, the principal of the loan still has to be 
paid ia addition to the' interest. The interest, I am 
assuming, would be increased if the period of time 
is extended. 

MR. STENEHJEM: that is the student^ -preroga- 
tive. He can pay up that sooner no matter what 
kind of a minimum payment you have set him on. 
He can pay that up any time without penalty. ^ 
DR. COGDELL: I understand that. What I am 
trying to find but is would it be to the student's 
best interests in teriVis of the long ruh^- . 
MR. MIRAIViDON: In no case would he be asked to 
pay so little that he would not be able to cope with 
the interest if that is what you mean. 
MR. FOX: If the:studeht decides that h6 wants'to . 
pay it ou^in aMonger pariod, yes it \% true he will 
pay more interest. 3ut is also true. that he. might 
not be able to pay the demancj.that is made on him 
' by the bank and he become^ a d^feulter. He is then 
chased by the guarant9r for repayment. So he has 
the option. Let me rftake one point here that I 
think takes us off the hook as being thaniean guy 
here. The longer the loan is on pur books the less 
^e make because we have to pay a cpmmon cost of 
H^iaiS|i4J^ the loan is a large dollar amount on 
oOt^V^^^d I am paying $20 a year for seVvicnhg 
I make money. But the last 2 dr 3 v^ars when tfie 
loan gets down to $300, $200 or $100 and I am 
paying $20 a year for servicing I* am losing' money. 
So in actuality, the longer the repayment praes§s, 
the less we make on the loan. If the student opts to^ 
stretch it out, I don't make the windfall because 
mV big cost is servicing cost which is constant. 

.On a $500 Idan, $20 a year servicing cost works 
out to what, 4 percent a'year. That is a heavy taR 
for me when I am only grossing about 7- percent on 
the paper. On. the other hand,-if I buy a $5000 
loan and I am paying $^^0 a year for servicing that 
is less than 1/2 of tjpercent of the cost chargeable 
to me off the top. So I would prefer 'to see it get 
' p^d up very rapidly because my servicing costs are 
reduced. It is notjn my best ifiterest to do* this. 
DR. COGDELL: 1* am not trying to belabor the 
tff^\x\i. I am jast sirinply trying to see if there is any 
^ difference if the option* is open to the student jn 
terms of jumping, in the water which is too deep 
. and they can't'swim or in terms of jumping into 
the fire. If you carv't pay it immediately versus the 
\ amount of interest on the total loan whenever he 
does get to pay it in tferms of the long run. 
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MS. MC AQLEY: First of all, you have tc^ really 
bqCk up and** think -about whether or not a loan 
should be made in Jhe first place. That I think is 
where a lot of mistakes arfe made. A loan in my 
book is the type of aid that you give^as a last resort 
and notnhe first. That is'where the biggest defaults 
occur because ^^ou give it to a student who really 
you cannot expect to pay back the loan. 
MR, STENEHJEM.: You can get some awful 
surprises by trying to pr^ydge who is going to pay 
cind who isn'|. * . 

MS. MC AULEY: Jhk is true.^ 
,DR, COGDELL: Also, a loan, may make the 
difference between a student going to college and • 
not going to college. The grants and other aids may 
*not stretch. 

MS. MC AULEY: It is a last resort but it is not the 
thing you do first. 

MR. GORDOrl: ll might make the difference . 
between retention sometimes too. "^Maybe^ the 
college work study, for example, might be too 
much of a strain. He may have to resort to a loan 
40 stick in. ^ 
MR. STEEF)S: I am a tittle confused. You speak of 
your loans as being guaranteed. Will you spmetimeJ 
or 'ever be in the position vyherp^you will, be 
collecting directly from the stud^ on a defamted 
loarr^r will. that always be the preceding lender 
from whom you got the loan? ^ . 
MR. FQX: We buy the loans. 
MR^. STEERS: Lbck, stock and barrel. If it comes 
to"*^ default on which you would >iaye to sue if you 
ever wanted to collect and be haklnosed about-it, 
do you^have any rights back against, in, some cases 
at least, these guarantors when you spoke of 
^guaranteed loans? ' • . \^ , . 

MR. ROX: We have some rights. When we buy the 
note frdm the financial or educational institution 
we undertake on an ongoing basis the servicing of 
that note. We ourselves don't service k. We have 
five banks around the countr-y to date— I am sorry, 
four banks plus the. State of Pennsylvania. There is 
Wachovia, . First of Minneapolis, Bank America, 
AFSA a,west coast subsidiary for a Chicago bank, 
f^us the State of Pennsylvania. Those are our 
servicers at the moment. 

These institutions perform the sec/icing-for us, 
go ^through the applications of our servicing man- 
ual, collect the monies, remit them to us. [j the 
student doesn't default thos&are tKe various stages 
as outlined, by the HEW manual. After a certain 
number of days if there, has been no collection 
they sei^d a note just as any other lender would to 



the guarantor, the state agency or 'the Federal 
government, for collection. Jhe Government of the 
state examines the documentation, makes certain 
there i^no inappropriateness or defenses against it 
and th^n pays out. 

MR. STEERS: To you. ^ 
MR. FOX: To whoever the lenders were, We are no 
different than any ^other lender. A' commerfcial 
iDank or school would be treated exactly the same 
way. Then the Federal government or the state 
would try tp locate the student and'would'try to 
collect from that student. 

As I understand, the biggesf cause of default,, 
particularly* in higher education, is the mqbility of 
^he student and the inability to find the student 
after many years because there is no provision that 
requires constant monitoring'of the location, ad- 
dress or the educational process of the student. A 
lot of defaults have come frorfi the trade, technical, 
vocational, home study schools. * 
MR. STEERS: I am not sure, whether you are 
protected^^ many cases or in all cases by the 
guarantor. 

MR. FOX: No. Th^re are defenses,'just as there are 
defenses against other lenders. For example, if the 
student has not received the education contracted 
for and the financing was provided b^ an educa- 
tional institution there is a defense. Therefore. the 
insurance doesn't.hold. ' « 

There are a number of others, particularly ^^s we 
have seen consumers* within the last couple of years 
in Washington-I should mention afsp that we had 
worked witft the Federal Trade Commission and 
others in developing our own standards of how we 
deal. We have been forced to. set up a' credit 
department, not of the students but of the 
instftutions because we may be forced to have 
recourse against the institution fpr certain origina-' 
tion, abgrations or fraud or any number of things. 
We have recourse under the fraud. provision, for 
example, back to the originating institution. ' * 
MR. STEERS: Are you at least protected' in aH of 
the . cases where it is merely , the student who is 
really being fraudulent, where it isn't a matter that^ 
he didn't get the ed.ucation or that kind of thing. 
He simply maybe even can pay but won't. In those 
cases ar§ you protected? « 
MR. FOX: The truth is that I really don't kno^w. 
We are in an evolutionary period in the program 
whece they are trying to come up with r«gulatior>s 
and examining just what defenses are a'pplicable in 
^his program. That of course p^jts ,an extra dimen- 
sion to our exposure. It forces us to write contracts 



with lendi^rs in d way thdt dre tuihter thdn we 
originally envisioned For example, with certain 
schools we actually wilLy(|£put und take a sanfple 
of the paper and find oujnf there is a studenj at 
the other end, mak^ certain that he^had ijotten the 
education. Soitje institutions will only* take what 
they call "end paper" where; the student has 
connpieted his education. They will not take paper 
wTien he is beyinniny his schooling and is not 
seasoned^ or earned and where there can be a * 
defense. " ' » 

These are things we arejearninj as we are qettirrcj 
into the program. 1 t.hinlfas we are 'jetting into it 
we are also bn'nginj to, the s^jrface issues that 
weren't even considered before. 
^ MR. STENEHJEM: How do you envision the 
hrondiin'j of claims or defaults to you where it is a 
state agency where they fiave 80 percent Federal 
guarantees^ 

iy)R. FOX: We would, make claims to the state the 
same- way fhat you would. 

MR, STENEHJEM: You would' then go through 

the states and they woula pay the 100 percent and 

then- ^' . ^ 

MR. FOX: Just assume that we are a'lender just as 

YOUr institution is i^ " 

MR. MIRANDOM: How are you doing with New 

York, by the way^ 

MR. FOX: Wtth New York State, who is ,j0ing 
through their own particular brand of hell riqht . 
about now, we have come to an accomnnodation. 
Bill, whereby they have .jotten a modest appropria 
tion from the budqet commissioner to allow them, 
after they have moved to their quarters next year^ 
to start putting tugether^ system and hire tbe 
human resources necessary to become servicer for 
us. It IS probably a year to 2 yfears away from 
meeting the standards. ^ 

In the interi-m we are going to obtam a third 
party servjcer.and are npw offering to purchase 
notes in the State of New York usincj^a third party 

'servicer. At such time as New York is ready, they 
as a servicer will be given ,nqhl of first refusal on aJ[ 
loans in th€ state. But this was worked out in the 

' last couple of weeks, ^ 
I should add that for those 25 or 26 states i^/here 
there are state agencies, there is some question in 

*S8ver^rafHhem as to whether the state guarantee is 
portable if we buy. JThere is some question as to 
whether^ they will transfer their guarantee if the 
* servfcen is out of state. As a result, we are not yet 
'able to buy loan6 m many states that are state 



^juaranteed. We are working with those states to try 
and do that. ^ 

One otl.ier thiny of mter'est,*d number of states 
are becominj Federal program lenders. The largest 
lender in'the country is the State of Texas. It is not 
a state guaranteed (program but they have become a 
dirtict lender under the Federal irisurec program. 
Tliey now have well over S200 million worth of 
loans. So the state in'tlie sr.nse becomes tfie source 
of funds for this program. They get their money 
from the sale of revenue bonds, general obligation 
bonds, or funds that are appropriated by the state. 
There is perhaps 8300 or S400 millipn of that 

vpaper outstanding rigbt now. Suddenly, with New 
York State having djfficuUy with the problems of 
raising municipal bond money, we see a numbeir-of 
states coming to js. Fifteen states met vuith us last 
week, to try to figure out some way in which we 
couki be the source of funds because the appropri- 
ations process was becoming a littio sticky. The 
municipal bond marke^t is stickisr. 
DR. COGDELL: In 'the event that a state guaran- 
tees a loan and the student moves out'of that st^te, 
what, jurisdiction does the state have* over the 
student in another stated 
MR. FOX: I think it is a contractual obligation. 
MR, MIRANDOIM: I know- in' New York when I 
was there, the venue actually was Albany unless 

. the student had a y^alid defense -for not nermitting 
some suit in Albany which was the focus of the 

"agency. 1 think that is what you mean, isn't it^ in 
other words, they have the ri']Kt to sue in another 
jurisdiction, usually through another - 
MR. FOX: I think the question was if you have the 
capacity to collect if hp, leaves the state, 

^ Pvlfl. MIRANDON: Generally you do. I don't know 
thfe mechanics of that, 

MR. FOX: City Bank told me that a good 'two 
thirds of their loans have been to out t>f staters 
who come in for an education and leave. I would 
suspect that they would have stopped that a long 
time ago if they couldn't collect.. They have 
roughly a 10 percent^default rate and they have 
been collecting in others. 

DFT. MARIN: Of 'the institutions th^Jt qualify to 
participate, do you ^ solicit their business on a 
blanket style or do you have certain criteria .to*deal 
.with them? . ^ ^ 

MR. FOX: We have used both fhe rifle and the 
shotgun if that is what you mean. Our literature 
goes out to most eljgible lenders. We have symposia 
around the country where we invite educators, 
financial aid officers and the like to our meetings. 
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Findmy the keiy person m an institution has 
turned out to be pur most difficult task That is 
both financial and educationdl Titles* are mislead 
ing. Power structures being what tfiey are-l set? 
some laughter here. I guess it is dn dppreciation for 
our problem. We -jenerally have to send out throe 
thinqs to a college something to the business 
officer, •something to .the student financidl aid 

I officer,^ and somethinii/to the ciiief executive 
officer so that he at least knows what is going on. 
We rcdlly don't know wheru fiiiartcidl aid is joinq 
Jo come in. We try. to apptise dll of thest jroups^o 
be in their arej as to what we have to offer and 
how we con do business. . ^ 

Also, sinCL- we are forced to deal only with 
portfolios that already exist, th<j amount'of time 

<^ we spend with hon-lurulers is very limited. Wu 
•spend our time with those peofjlt: who do Iiave tliu 
portfolios ' We can identify ^data we -jet from HEW 
> that lists the k.'nders uV the proaranV Our mailin.] 
list IS about 4,000 or 5,000 institutions. riufu about 
now. I p. the course of tlie last 12 months we have 
had about 8 or 10 syinposid' round the country 
where we have mvittid most of those 4,000 oi 
f 5,000 landers who have more than perfia[js 
3100,000 m loans to our meetings, foday we are 
*Q#Pbiladel|)nia, for example We have planned for 
about 8 or 10 more of tliese meetings next year. 

We d^so have a staff of 60 ueopla where only 6 
are actually goin»j out soliciting business. The ijulk 
of opr business is the controls and everything else. 
We are cons'tantly sdicitmg l)usiness to f>eople and 
makmg t^em aware of what wq have to offer. ^ 
^ The curious thing is that— this-is what amazes 
me. A major institution could iiave [sorrowed 315 
million frOm us a couple of summers ago when 
interest rates were abysmally high. We were able to 
Jend 'money at 9 percent to that institution and 
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they didn't want it At tlie same tmie they wero« 
bidding for our nioney in the same maturity area, 
for a CD where they would h^ve to pay 13-T/2 
f)ercent pki6 keefj an 11 .percent reserve, which 
meant tlie true cost of funds were 15 percent. So 
here they were willing to sell me a certificate of 
deposit »at 15 percent but they were unwilluKi to 
do ljusiness with me in the student loan nroqram at 
9 percent. There '^s nothing tliat they couldn't, 
comply witii in terms of our legislation l)ecause 
they were a good neighbor and they nar^ c [)''ogram 
4hat was goir^«] out jnd they had met the reinvest 
ment and everythirkj else. For the life of me I can't, 
understand why there are institutidns around the 
'country that behave that way. j 

I Can point ou;t educational institutiorts the same 
thin.] wherc^^ve could but the costs. I spoke l)efore 
1100 [presidents of independent privi.te colleges in 
St. Louis^a year ago January. They kept wringing 
their^ands and saying tliat they had money 
problems. I said, I have money, I have money. 
They^ said, go away from me, I have money 
problems. I don't know what wastnorea problem, 
' coming togetlier and just commiserating with each 
other, 'But J stood up and said, I h^ave 3500 milHon 
that 1 can provide your institutions I reniemlDer 
one college president's wife turned to him and said, 
dear, isn't that nice, he has 3500 thou^nd .that he 
can offer. I said, you have knocked off 3 zeroes. 
There was a look like that. I, got that college 
[Dresident alone in a'corner and 6 weeks later he 
[sorrowed thred quarters of a million dollars from 
me. ' " 

But to get somebody 'to listen, is really our 
biggest problem. They don't believe it. They say,, 
we will have* to fill ou"t forms fgrever, the^e will be 
a jiassle with red tape. ^ 
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APPENDIX B 



FEDERAL FINANCIAL AID TO STUDENTS: ' 
A NEW MODEL FOR. STREAMLINING THE ADMINISTRATION 



by Dr. R^oy Thomas Cogdell 



There is a growing consensus annong those close 
to financial aid to student progranris that. there '.are 
enornnous problems associated with their admmis 
tration. Theselproblems span the entire spectrum 
of financial aid Hncluding agreement, on a uniform 
application,.^ common needs^ssessm^nt qhifos 
ophy and dpproach, coordination between the 
federal, state and local levels, accountabiJity/loan 
and colleetion* strategies, reallocation of unenctjm 
bered funds, information retrieval, etd.). The fol- 
lowing represents one of many possible models 
which, if adopted in^essential outline, may serve to 
simplify and retluce current ambiguity— ambigi^^ity 
which leads to' negative perceptions of the federal 
student-aid system by deliverers of the service and 
consumers as well In response i6 the myric^ci of 
problems, this model attempts to anticifjat^ several 
Connmon problems and assures: 

1. Definition of r.bles for. 

a. Federal 

b. Region . . 

c. State i » ' . 

d. Institution ^ 

j2 Overall ^management-cobrdination .nd cdm- 
'munication. » ^ ' ' 

3. Consistent and uniform policy guidelines for 
each of the 'above levels explicating inter^le- 
pendent arrd dependent relationships. " r ^ 

4. Delegation of responsibility with appropriate 
authority. 

5. Fiscal accountability and reporting on each 
above level. ' 

" 6. Delegation of purposes. 
Evaluative mechanism. 




This paper is not irrftnded to.be construed as 
definitive. It is only presented ag a basis ^or 
discussion of an alternative to, miat presently 
exists. One assumption undergirdiwg' this paper is 
that, for the most part, the Office of Edueation 



deals directly with over twenty five hundred insti- 
tu^ons of higher education, and that (except for 
quasHntermediary relations between these, two 
entities) there exists no hierarchy through which 
meaningful functions a're delegated. The lack o! a 
hierarchial structure between OE and these 
twenty five hundred institutions renders it neces- 
sary for the central office of OE to handle more 
functions than it can ceasonably be expected to do 
well. Consider, for example, that' the OE is 
responsible for: 

. 1. Congressional relations, 
.2.- Developing a cornprehensible and definitive 
bwdgQt. 

3. Presentations to congressional subcommittees. 

4. Administration df all federally funded and 
. operated student-aid programs. 

5. Allocation and maintenance of institutional 
authorizations and appropriations. 

6. Monitoring appropriations to participating 
institutions. 

^7. Reallocation of unused funds. 
,8. Audits (contracted to.external non-govern-* 
mentaJ agency.) # • .* * 

9. 'Other related duties.' 

Th6 functions resulting from these responsibil- 
ities are simply too n;iany and^oo^removed'from 
. the final transactions, delivery of. services to the 
consurher, not to have dysfunctions. 

Perhaps an analysis of the role that conceivably 
could be delineated on each level— federal, regional, 
state, and local— would suggest a need for some 
charlges to ocdur. ^ 

Proposed Model for Financial Aid Administration 

The tollpwing model takesr into consideration 
each level a*s a vehjcle for change and, hopefjully, 
improvement:* " • * * ' ^ 



Reorganization Model for Finaficial Aid Administration 
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1. Implementation of OE Policy and Procedures ^ • 

2. Sfalralk)cation 

3. State allocation and reallocation of financial aid to students funds 

4. State compliance 
5 State monitoring 
6. Audit 

Information retrieval and reporting 



1 Implementation of Regional P & P 
2. Institutional « 

a. Eligibility 

b. Allocation - ' 

c. Monitorrng ^ 

d. Compliance ^ 

^. Loan collection 

4. Reallocation of unused funds 

5, Audit 

Information retrieval and reporting 



1. Implementation of State P'& P 

2^SArticulatiQp of Financial- Aid-Need Formula:, Institutional funding level 
X Determination of student eligibility 
. Stydent counseling services * ' > . 

isbursement 

6. internal audit ' 
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FeSderal* 

The Office of Education ought .to delimit its 
contact to each'of the regional offices, except 
when absolutely necessary and only then clarify a 
poficy or pl^fecedural iss^e between adnrrimstrative 
levels, .(OE' would need to establTsh and maintain 
impeccable Congressional relations. At each step of 
its budget development/OE ought to consult th^e . 
.appropriate' Cdngressiorrq[jvSubcommittee to ascer- 
taiti 'direction and jconsent so't(iat when a final 
budget is submitted, the probability of its full 
acceptance by Congress is enhancted.) 

The Office of Education, in consultation with 
regional/ state and institutional representatives, 
ought^ to develop policies and procedures for 
formally delegating responsibility and accompany- . 
ing authority to the four distinct levels of adminis- 
tration so that each leveMjnambiguously under- 
stands its role and is Keld accountable for dis- 
charging its re*ponsib>irrfes. A flow chart ought 
tb.be developed which details, with appropriate 
checks and balances, the role, responsiblities, pur- 
poses, and'expectatiops of each level ,of operation 
to each other. ^ t\ 

The OE ought to maintain a cloievigilance over 
the various regions, through timel/Ninformation 
retrieval . systems, so 'that unused funds in one 
region can expeditiously transferred to an 
under-funded one. , 

Regional ^ 

The regional offices ought to-be held responsible^ 
by ^OE for assuring state adherence to OE guide- ^ 
lines in. the disbursement of funds to the;states . 
within a qlpen region. The /egional^ offices-^hould 
require eacli state to conduct a needs-assessment in 
order to determine its level of need and funding 
and allocate to each state a level of funding that is • 
based upon its need level in' relationship' to the 
aggregate' level of available funding within the 
region. Another funding-level determinant could be 
the state per capka index which varies from one 
state to another. ^ - . ' 

Another function' of' the regional office's would 
be that of monitcfing state coordination of its 
"functions in relation to the regional q^fice and, 
regularly collectir\g data to be compiled by the 
Central O^^n advising Congress. 

State □BL / ^ 

Each s&tPought to be held responsible by the 
respective regional o/fice for requiring public and 



private institutions within its jurisdiction to, con- 
^dgct needs'-assessmentff in "'priep^ration for the 
submission of eligibility letters and applications to 

. participate in the financial-aid-to-students program. 
Upon receipt of applications to participate, the 
state- office ought to review each institution in 
relation to the aggregate level of funding and other 
related variables, in preparation of determining 
priority distribution of awards and level of awards 
each applicant institution is to receive. Also, the 
.state ought to assume responsibility for collecting 
^student loans made to students by the institution. 
. The above functions presuppose a formalized , 

If reportihg system which keeps each level abreast of 
what thp other is doing at any given point in time. 

Institutional 

The Institution ought to be held respons^ible for 
assessing and communicating to the state its best 
estimate of the appropriate funding level it is to 
receive for each financial aid program (grant, loan 
or work-study). It would be further responsible for 
artigufating within the community the types and 
description of aid available in .addition to the 
" eligibility criteria associated wjth each program. 
Finally, the institution ought to be responsible 
for adequate student counseling (needs, personal 
finances, loan repayment, budgeting, etc.). 

SUMMARY 

Thfs model provides for delegation of those 
responsibilities logically associated with the various 
levels'df goi/ernment. Jnstead of the OE dealing 
directly ' with pjarticipating institutions 'of higher 
education, it should delegate certain of its responsi- 
bilities 'With appropViate authority to regional 
ofifices, which would in turn delegate to the states 
those appropriate purposes. 

Policy and procedural guidelines explicating the 
involvement and interrelationships between levels 
ought to be thrashed out by representatives of 
each Jeyel. In that way, problems can be antici-" 
pate.d and communication and coordination be- 
. tvyeen levels can be assumed/ 

The current ambiguous administrative structure 
• appears administratively, unsouncf and ought to^be 
replaced. The model suggested conforms with 
sound administrative theoty by'allowing for*clear^ 
delegation of^^responsibility^ and accompanying 
authority ^to ' fultill the purposes intended ^y 
Congress—effectively,, officially fur/iish financial 
aid to deserving students within institutions of 
higher education. '\ ' ' , * 
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APPEND.IX C. 



CERTIFICATION OF STUDENT AID OFFICERS 



From Natiohal Association of Student Financial Aid Administrators Committee 
/ ^ ' on Certification Report, July^.1974 



_ A standard of" excellence wifj irtclude adherence 
to ethical principJes, training which provides a 
broad ^ase of kriowle:dge necessary for student 
financial aid administration, continued prdfessionj^ 
growth and .fulfillment of the established require - 
ments for professional certification. 

The scope of this profession is broader than the 
technical skills that can be measured by- objective 
criteria. It encompasses those qualities of irnterper- 
sonal relations including empathy^ flexibility and 
concern for the uniqueness of the individual stu- 
dent. Therefore,, these standards for certification 
are onfy'the foundation upon which true profes- 
sionalism can be'built.^ 

Criteria .for Professional. Certification 

A 

♦ InKorder to Be qualified for professional certifi- 
cation, a financial aid administrator will be re- 
quired to meet the following criteria: 

1) Three (3) years of experience as a financial 
aid administrator (member of the professional staff 
in Q financial aid office). 

2) Current pnembership in a professional finan- 
cial aid association. 

3) Formal training or academic preparation in 
area relevant- to the profession. 

4) Recommendatio/i of the State* Certification 
Committee, (ki states where there is no State 
Financial Aid Associaition,' the Regional, Associa- 
tion shall appoint a St^te Certification Commit- 
tee.) ' 

. In addition to the above: * i 

1) 'Managerial Expertise. w(e.g., establishing goals 
and objectives; planning, budgeting for a'nd orga- 
nizing a financial aid office; establishing staff 
training gnd development programs; supervising 
office perlbnnel; and ed[tablishing and maintaining 
effective working relationships with on-cartipus 
offices and off-campus agencies which have an 
^impact on the administration and coorrfiliation of 
financial aid programs.) . ^ 



2) Financial Aid Administration, (e.g., keeping 
abreast of federal and state statutes and regula- 

.tions; preparing reCommerrdatiohs with^ respect to 
institutional' policies and pr6cedureS; generating 
funding requests; developing student aid applica- 

^tion processing and- evaluation procedpres; deter- 
mining eligibility^ criteria; allbcating resources; 
authorizing fund disbursements; reconciling fund 
balances; and establishing clear audit trail.) 

3) Counseling, (e.g., analyzing financial need; 
conferring with students about expense budgets 
arid money management problems; r^ommending 
awards ^and financial aid adjustments as appropri- 
ate, based upon special student circumstances and 
thte availability of resources.) 

4) Communicative Skills, (that §ftectively relate 
the role of the profession to its manyjpublicis.) 

5) Research and^v^luation. tprgp^ring annual, 
report summari*es; evaluating and modifying office, 
procedures and polities; and conducting^'studies 
measuring the impact of financial aid programs on 
students and the.'irTStlTutionJ 

The candidate for certification "must ajso show 
evidence, of professional developnSent by meeting 
at least two of the following requirements: 
- 1. Attendance at professional tjieetings; work- 
shops, etc. 

2. Particilljation in professional meetings in a" 
leaderships role. - • , ^ ' " 

3. Holding office in professional as^^ations. 

4. Publishing and/or preparing professional 
papers. ^ . 

5. Serving as a resource person to various 
publics. ^ - « 

Certification Proc^ures 

^ : ' • . 

• /I. /Applications and certificates shall be devel- 
oped and printed by the Natipnal Certification 
Committee subject to approval of the National 
Council. ,e , 

2. Certification Committer shall be established 
within each state. t ? ; * 
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3. Applications and criteria will be distributed 
to the St^te Certification Qommittees'and appli- 
cants. ^ ' 

^4.. Individuals shall submit application with doc- 
umentation and application fee to the State Certifi- 
cation Committee. 

5. The'State Certification Committee shall sub- 
mit the application and fee>/vith its recommenda-- 
tions to the National Certification Committee. , 

The National Certification Committ^ shall 
respond to the applicant and State Certification 
Committee with an action letter. A copy of the 
positive action letter shall be sent to *the President 
of the applicant's. institi(tion. 

7. A complete set or^^egrtification records will 
be maintainedin-the National Office. — 

8. The National Association sh^ll award certifi- 
cates to approved applicants. 



9. An appeal procedure shall be developed. 

10. Certification shall be approved fopa five- 
year period with renewal criteria to be developed, 
by the National Certification Committee subject to 
the approval of the National Council. 

4, 

Suggested Appeal Procedures: 

A. Rejection by the St^ate/Rejection by National 
Appeal Cpmmittees shall be developed on the state 
and national levels, no member of which shall be 
on tf^ Certification Committee. First appeal shall 
be with the State Committee and final .appeal to 
National. ^ ^ J 

B. Approval by State/Rejection by Nationat ap- 
peal made only to the. National Appeals Committee 
asoutlirted above. 
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APPENDIX D 



CERTIFICATION OF SIUDENT AlO OFFICERS 



POLL CONDUCTED FOR ADVISORY COUNCIL ON FINANCIAL AID TO STUDENTS IISl 
JANUARY 1977 BY MRS. PRISCIILA LIGHT, CAREER DEVELOPMENT CENTER OF 
' ' gANDOLPH-MACON WOMAN'S COLLEGE 

. Questionnaire sent to all State presidents^of National Association qf 
Student Financia* Aid Administrators 



1) 



2) 



Ha$ your state adopted certification procedures 
for its membership?* Yes '8 No 23 



3) 



If ,NASFAA established minimum certification 
procedures, would your state be willing to 
adopt* such procedures to assure equity, stand 
ardization and reciprocity^ 

Yes 9 No 0 * Maybe 22 

/V ♦ 

If you favor certification, do you think it 
should: 

-a. Be required for all administrators? 

Yes 24 No 0 
b. Be on a .voluntary basis? Yes 7 No ,0 



4) \i either state/or N ASF A A certification proce- 
dures are adopted in each state, who "do you 
feel could best conduct the actual Certifying 
process? . . ^ 

a. State ^associations of Studer^t Financial- 
Aid I'l . ' 
NASFAA 13 \ 
Office of Education 0 
National accredfting agencies 3 . 
Educational institutions 1 



b. 

— c. 
d. 
e. 



B) Do you think it is important for all financial aid 
administrators to 'have attende.d a training 
wdrk^hop for administration of campus-based 



student aid programs which would^ sinrntlr to 
the BEOG worksh&p now cohtdtjcted by Na-/ 
tional Association of Student . Financial Aid 
Administrators and National Association of 
College and University Busifiess Officers, under ' 
IXSyOffice of Education sponsorship?^ 
Yes'^ 29 No .1 , 



|6) Do you think abuse and hiismai;iagement of 
the campus-based student programs could be 
alleviated t^y carefully conducted y(j.S. Office of 
Education Program Reviews performed on cam- 
pus by USOE'^personnfel? Yes ?d ' No 2. 

7) If there Were current and cl/ar program man 
uals, timely and coordinated program feviews 

, and. adequate information^ about the campus- 
based programs, do you feel certification would 
be necessa^^y? Yes 24 N6 6 



8) 



If, you favor j^rtificMion; which of the follow- 
ing criteria should.be required?. 

a. An application requiring adherence to a* 
^ nationaUcode of ethics. 19 
- b'. A written test cover knowledge of 
regulations, procedures, need analysis, 
etc. 25 \ _ • 

c. .A program reviev|^0nducted by the U^S. 
Off ice bf Education personnel. 21 
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•.APPENDIX E 
X 



IMPLEMENTATION OF CERTIFICATION PROQEDURE 



' Assuming reasonably prompt. adoption of the 

recommendations of the Third Annual Report 

regarding instreiction "and certification of student 

finantial aid officers across the nation, it is not 

impossible that certification could be instituted by 

State associations and accepted by U.S. Office of 

Education as mandatory by September, 1980. 
* >/ 

The procedures appear to be; 

,1)' Acceptance of the joint NASFAA/NACUBO 



certiiication guidelines bV appropriate State organi- 
zations by September, 19\8; : 

2) Review of effectiveness of processes by Sep- 
tei^ber, 1979; ' ; ' ' . 

3y Notification by U.'S, 0*ffice of Education 
to all postsecondary institutions calling attention 
to tfie 'September, 1978 accefJtance date and, at 
o»same time, encouraging^ professiorfal'development 
of [personnel in preparation for the September, 
1980 certification requirement date. 
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